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THURSDAY, JUNE 9, 1955 


Joint COMMITTEE ON DeEFreNsE PRODUCTION, 
Carrrot Burivine 
Washington, D. C. 
ia committee met at 2 p. m., Hon. Paul Brown (chairman) pre- 
siding. 

Presend: Representative Brown, Senators Sparkman and Cape- 
hart, and Representatives Rains and Talle. 

The CuatrmMan. The committee will come to order. 

Under Section 712 (b) of the Defense Production Act, it is the duty 
of the Joint Committee on Defense Production to make a continuous 
study of programs authorized by the Defense Production Act and to 
review the progress achieved in the execution and administration of 
these programs. 

A number of responsibilities for the development of preparedness 
measures have been delegated to the Secretary of the Interior by the 
Director of the Office of Defense Mobilization, including metals and 
minerals, exploration, electric power, solid fuels, petroleum and gas— 
including pipelines—and fisheries products. 

It is the purpose of this meeting to review the progress achieved 
to date in the development of preparedness measures under the De- 
fense Production Act, and to discuss any current problems which may 
confront us. 

I have been advised by the Acting Secretary of Interior that Secre- 
tary McKay, Assistant Secretary Wormser, and Assistant Secretary 
Aandahl, are away from Washington at this time. 

We are glad to have the following representatives from the Depart- 
ment of the Interior with us today: 

We have Mr. Liebert, who is Special Assistant to the Assistant 
Secretary—Mineral Resources, and Mr. Edward D. Frye, who is 
Special Assistant to the Assistant Secretary—Water and Power 
Development. 

Mr. Liebert has accompanying him Mr. Hugh A. Stewart, Director, 
Office of Oil and Gas; Mr. Spencer S. Shannon, Director, Office of 
Minerals Mobilization; Mr. William F. Hahman, Solid Fuels, Office of 
Minerals Mobilization; Mr. C. O. Mittendorf, Administrator, Defense 
Minerals Exploration Administration; and Mr. Edward A. Power, 
Branch of Commercial Fisheries, Fish and Wildlife Service. 

Mr. Frye is accompanied by Mr. George H. English, staff of 
Assistant Secretary—Water and Power Development, Mr. Gardner 
C. George, staff of Assistant Secretary—Water and Power Develop- 
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ment, and Mr. Arthur B. Vieregg, power adviser, Technical Review 
Staff, Office of the Secretary. 

I believe we will call on Mr. Liebert first. 

I believe you have a written statement? 

Mr. Liesert. Yes, sir. 


The CuarrMan, Will you proéeéd with ‘your statement? 


STATEMENT OF JOHN G, LIEBERT, SPECIAL ASSISTANT TO THE 
ASSISTANT SECRETARY—MINERAL RESOURCES, ACCOMPANIED 
BY HUGH A, STEWART, DIRECTOR, OFFICE OF OIL AND GAS; 
SPENCER S. SHANNON, DIRECTOR, OFFICE OF MINERALS 
MOBILIZATION; WILLIAM F. HAHMAN, SOLID FUELS, OFFICE 
OF MINERALS MOBILIZATION; C. 0. MITTENDORF, ADMINIS- 
TRATOR, DEFENSE MINERALS EXPLORATION ADMINISTRATION, 
AND EDWARD A. POWER, BRANCH OF COMMERCIAL FISHERIES, 
FISH AND WILDLIFE SERVICE, INTERIOR DEPARTMENT . 


Mr. Liesert. Mr. Chairman and gentlemen of the committee, 
we are very pleased to have this opportunity to present to you a 
summary of the status and progress of the defense mobilization 
programs being carried on by the Teststment of the Interior. 

In preparing for this hearing, we have tried to develop the presenta- 
tions in a manner best designed to conserve the time of the committee 
and yet to encompass all key points concerning the functions, 
programs, progress, and problems in each of our areas of responsibility. 

If agreeable to you, Mr. Chairman, we would like to read two 
relatively brief prepared statements. The first, which I will present, 
will outline the range of responsibilities delegated to the Secretary 
of the Interior under the Defense Production Act and related legis- 
lation, identify those activities common to all of Interior’s areas of 
responsibility, set forth the distribution of functions within the 
Department, and then cover the specific programs in all fields other 
than electric power. 

The second statement, to be presented by Mr. Edward D. Frye, 
Special Assistant to the Assistant Secretary—Water and Power 
Development, will summarize activities and progress with respect to 
electric power. 

In the course of my statement I will introduce others here who can 
supplement this testimony and assist in answering questions at the 
conclusion of our reading. We have avoided burdening these state- 
ments with detailed, comprehensive statistics such as those in our 
quarterly and annual reports to the committee. We shall be glad, of 
course, to furnish any supplemental data if the need for it arises. 

As you know, certain responsibilities under the Defense Production 
Act and related legislation have been delegated to the Secretary of the 
Interior by the Director of the Office of Defense Mobilization and, in 
a few instances, by other prime delegate agencies of the ODM. These 
responsibilities pertain primarily to petroleum and gas, including 
pipelines, solid fuels, metals and minerals raw materials, minerals 
exploration, electric power, and fishery products. Excepting metals 
and minerals raw materials, as to which the delegation was received in 
November 1954, these areas of delegate agency responsibility have 
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been assigned to the Secretary of the Interior, without interruption, 
since the fall of 1950, following the initial enactment of the Defense 
Production Act. + 

Defense Mobilization Order I-13, issued by the Director of the 
Office of Defense Mobilization on Nobember 12, 1954, recapitulates in 
one document the functions delegated to the Secretary of the Interior 
with respect to these industrial areas, which I have named, assigned to 
him by and pursuant to Executive Order 10480, as amended, and by 
other Defense Mobilization Orders. ODM’s authority, and likewise 
the Secretary’s by delegation, derives not only from the Defense 
Production Act, but also the National Security Act of 1947 as amended 
by Reorganization Plan No. 3 of 1953, the Strategic and Critical 
Materials Stockpiling Act, and the Internal Revenue Code. The 
functions under these statutory authorities are interrelated and com- 
plement each other in our wos 


A copy of DMO I-13 is incorporated here. It is appended at the 
back of the statement. 


(The material referred to follows:) 


I-Gen-DM®-13 
NOvEMBER 12, 1954. 


ExxcutTive Orrick OF THE PRESIDENT, OrFIce or DzFENsE MoptiizaTIoNn 
DEFENSE MosiiizaTION OrpER-I-13 


Subject: Assignment of defense mobilization responsibilities to the U. 8. Depart- 
ment of the Interior. 


By virtue of the authority vested in me pursuant to the National Security 
Act of 1947, as amended; Reorganization Plan No, 3 effective Jume 12, 1953; 
the Defense Production Act of 1950, as amended; Executive Order 10480 of 
August 15, 1953, as amended; the Strategic and Critical Materials Stock-Pilin 
Act of 1946, as amended; and in order to facilitate the coordination of Feder 
policies and programs for current defense activities and readiness for any future 
mobilization, it is hereby ordered: 

1. The Secretary of the Interior will be responsible for the development of 
iy ewer vee measures relating to those industries assigned to him by and pursuant 
to Executive Order 10480 as amended and DMO-I-7 and DMO-VII-5. These 
industries include: (1) solid fuels; (2) petroleum and gas, including pipelines; 
(3) electric power; (4) metals and minerals for assigned aspects of production and 
processing, listed in Appendix A to DMC-VII-5, as amended, and for the en- 
couragement of exploration, development and mining; and (5) fisheries’ commodi- 
ties or products as assigned by the Secretary of Agriculture. Such preparedness 
measures should be undertaken within a work program which in consistent with 
the Defense Mobilization Assumptions and Objectives for the Government as a 
whole. To assure such consistency, the work program will be submitted to the 
Director of the Office of Defense Mobilization for review. 

2. The Secretary of the Interior shall: 

(a) Exercise as required, the priorities and allocations authority assigned 
to him by and pursuant to Executive Order 10480; (2) when designated, 
serve as alloting agency under the Defense Materials System; and (3) advise 
with respect to orders, regulations and directives as they may affect industries 
assigned to him. 

(b) Develop, assemble and evaluate data as to the productive capacity 
and supplies of products, including both domestie and foreign sources, 
of the assigned industries under partial and full mobilization conditions. 

(c) Recommend establishment or modification of expansion goals and 
develop and recommend expansion programs, including advice regarding 
probable financial incentives and aids, for overcoming shortages of capacity 
or supply under partial or full mobilization conditions. 

(d) Analyze the problems involved in maintaining an adequate mobiliza- 
tion base and recommend necessary programs. 
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(e) Develop, assemble, and evaluate data as to materials, equipment, 
transportation, and other requirements of such assigned industries under 
partial and full mobilization conditions. 

(f) Assemble, as requested by the Office of Defense Mobilization, data 
on requirements for the products of the assigned industries as presented by 
or obtained on behalf of other agencies of the Federal Government. 

(g) Develop programs for the encouragement of the exploration, develop- 
ment, and mining of critical and strategic minerals and metals, and administer 
exploratior programs including programs of development relating thereto. 

(h) Sereen and make recommendations on requests for tax amortization, 
loans, puzanties, and procurement contracts for the assigned industries. 

ty) velop and maintain programs, including the necessary orders and 
regulations, for the operation of the assigned industries under partial and 
full mobilization conditions, and cooperate with the Office of Defefisé*M6bi-" 
lization and other appropriate agencies in planning other production and 
distribution controls related thereto. 

(j) Provide guidance and leadership to assigned industries in the develop- 
ment of plans and programs to insure the continuity of essential production 
in event of attack, and cooperate with the Department of Commerce in the 
identification and rating of essential facilities. 

(k) Assist the Office of Defense Mobilization in formulating plans for the 
stockpiling of strategic and critical materials.and, to the extent necessary, 
in the acquisition of such materials and the expansion of domestic sources 
of supply. 

(tl) Develop ard maintain plans to insure the continuity of the essential 
functions of the Department in event of an attack on the United States. 

3. The work program to be undertaken by the Department of the Interior 
shall indicate the priority and scope of the work to be carried on in each of the 
areas enumerated above and the industries to be covered. Reports on progress 
shall be submitted as requested by the Office of Defense Mobilization. 

4. This Order is intended to state the responsibilities of the Department. of 


the Interior end does not affect any delegation of authority heretofore confetred 
upon the Secretary of the Interior. 


5. This Order shall take effect on November 12, 1954. 

Orrice oF DEFENSE MOBILIZATION, 
Artuur 8. Ftemmina, Director. 

Mr. Lizsert. I would like to summarize for reference purposes the 
basic responsibilities set forth in that order. DMO I-13 makes the 
Secretary of the Interior responsible for the development of prepared- 
ness measures with respect to the industries assigned to him. This 
responsibility includes: 

(1) Exercise of the priorities and allocation powers, if required, 
with respect to such products and facilities, except in the fields of 
metals and minerals, as to which the Department of Commerce holds 
all priorities and allocation powers, and fishery products, where 
4 wei over distribution are retained by the Department of Agri- 
culture; 

(2) Serving as allotting agency under the defense materials system, 
when so designated; 

(3) The development, assembly, and evaluation of supply data; 

(4) Recommendations as to expansion goals, including advice 
regarding probable financial incentives and aids, and as to maintenance 
of an adequate mobilization base; 

(5) Development, assembly, and evaluation of data with respect 
to requirements of the assigned industries for materials and, in some 
instances, the requirements for the products of these industries; 

(6) Recommendations on requests for tax amortization, loans, 
guaranties, and procurement contracts; 

(7) Development of regulations for the operation of the assigned 
industries under partial and full mobilization conditions; and 
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(8) Guidance and leadership in the development of plans and pro- 
a to insure the continuity of essential production in the event of 
attack. 

These functions are applicable to all of the industrial areas within 
the-purview of the Department, with exceptions noted. 

Three other responsibilities, the first two pertaining particularly 
to metals and minerals and the other applying to the entire Depart- 
ment, are enumerated in the order as follows: 

1. Develop programs for the encouragement of the exploration, development, 
and mining of critical and strategic minerals and metals, and administer explora- 
tion programs including programs of development relating thereto. 

2. Assist the Office of Defense Mobilization in formulating plans for the stock- 
piling of strategic and critical materials and, to the extent necessary, in the 
acquisition of such materials and the expansion of domestic sources of supply. 

3. Develop and maintain plans to insure the continuity of the essential func- 
tions of the Department in event of an attack on the United States. 

In addition to these, the Secretary of the Interior has responsibili- 
ties with respect to petroleum storage facilities, by virtue of a delega- 
tion from the Defense Transport Adininistrator. 

On the other hand, the Secretary has delegated to the Secretary of 
Commerce responsibilities for distribution of coal chemicals and 
petrochemicals, and to the Administrator of General Services certain 
responsibilities with respect to metals and minerals. Because of the 
nature of the work of its regular bureaus, the Department also assists 
other delegate agencies of the ODM. 

Within the Department of the Interior, appropriate delegations of 
the Secretary’s authority have been made to several organizational 
units carrying on functions in these fields. General supervision over 
the performance of these functions and organizations is divided among 
the Assistant Secretaries as follows: 

The Assistant Secretary, Water and Power Development (Fred G. 
Aandahl): electric power. 

The Assistant Secretary, Mineral Resources (Felix E. Wormser): 

Petroleum and gas, Office of Oil and Gas; 

Metals and minerals, Office of Minerals Mobilization; 

Solid fuels, Office of Minerals Mobilization; 

Minerals exploration, Defense Minerals Exploration Admin- 
istration. 

The Assistant Secretary, Public Land Management (Orme Lewis): 
Fishery products, Fish and Wildlife Service. 

w» The Administrative Assistant Secretary (D. Otis Beasley): Coordi- 
nation of planning for continuity of essential functions of the Depart- 
ment in event of an attack on the United States. 

At this point, I would like to introduce the principal representatives 
of these areas: 

Mr. Edward D. Frye, Special Assistant to the Assistant Secretary, 
Water and Power Development. 

Mr. Hugh A. Stewart, Director, Office of Oil and Gas. 

Mr. Spencer S. Shannon, Director, Office of Minerals Mobilization. 

Mr. William F. Hahman, Solid Fuels, Office of Minerals Mobiliza- 
tion. 

Mr. C. O. Mittendorf, Administrator, Defense Minerals Exploration 
Administration. 

Mr. Edward A. Power, Branch of Commercial Fisheries, Fish and 
Wildlife Service. 


65690—55——2 
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Before proceeding with comments on each of our several areas of 
scarmmibaiie pertaining to industries, I would like to mention that 
the Department, including all of its defense units and regular bureaus 
and offices, has devoted much effort in recent months to planning for 
the continuity of essential functions of the Department in event of an 
attack on the United States. A relocation center is being put in 
operational readiness. Selected personnel presently employed have 
been designated for relocation, wartime organization and delegations 
of authority are being developed and refined as a readiness measure, 
and listing of reserves of industrial executives who would be tapped 
for service with emergency agencies is proceeding. iS 

Progress is being made in development of delegations of authority 
to Interior from the Federal Civil Defense Administration, particu- 
larly with respect to fuel supplies, to provide a basis for planning 
effective, coordinated use of FCDA authorities and Defense Produc- 
tion Act priority and allocation authority in meeting immediate post- 
attack problems. 

This is a busy week for the staff of the Office of the Administrative 
Assistant Secretary, particularly, and other bureaus and offices of the 
Department in getting ready for participation in the test exercise, 
Operation Alert 1955, next week, on June 15, 16, and 17. We shall 
then test our capability of performing our essential wartime functions 
from relocations sites, working on carefully prepared problems under 
a set of assumed conditions. The concentration of thought on the 
nature of post-attack problems which the planning of this exercise 
required has already produced beneficial results. 

turn now to individual areas of the Department’s responsibilities. 
The first which I shall touch upon briefly relates to fishery products. 


FISHERY PRODUCTS 


Responsibilities for the production and processing of fishery products 
were delegated to the Secretary: of the Interior by the Secretary of 
Agriculture. It has not been necessary to establish an expansion 
program or goal for fishery products or to utilize Government aids or 
incentives in connection with such expansion of facilities as the com- 
mercial fishing industry has undertaken. The former Defense Fish- 
eries Administration served as claimant for the rather specialized needs 
of the fishing and fish processing facilities for materials and equipment 
under the controlled materials plan. 

The Nation’s commercial fisheries are a highly important source of 
food, in peace or time of war. The regular, periodic assembly of 
supply data and technical information on capacity of fishing grounds, 
fleets, and processing plants is the most essential element in mobiliza- 
tion preparedness in this field. Such information and also estimates 
as to material requirements for planning purposes are provided through 
the regular operations of the Fish and Wildlife Service, which became 
the successor in responsibility to the Defense Fisheries Administra- 
tion when the latter was terminated on June 30, 1953. 

The activities upon which [ will comment next relate to petroleum 
and gas. 

PETROLEUM AND GAS 


On April 30, 1954, the Secretary of the Interior abolished the 
Petroleum Administration for Defense, and assigned to the Oil and 
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Gas Division his petroleum and gas mobilization functions, except the 
authority to issue orders and directives. Subsequently, the name of 
this organization was changed to the “‘Office of Oil and Gas.”’ 

The basic objective of the Office of Oil and Gas is to take such 
actions as are necessary and appropriate to assure that, in peace or 
in war, petroleum and gas will be available to the United States and 
its potential allies in the quantities of each product required and in 
the places needed. Your committee is primarily concerned with 
ae taken to assure readiness to meet wartime requirements for these 

roducts. 
In the accomplishment of its objective, the Office of Oil and Gas 
relies upon, and has received in generous measure, the cooperation of 
other Government agencies, Federal and State, and the petroleum, 
gas and allied industries. 

These industries have been most helpful in making available 
highly competent technical and executive personnel for Government 
service, frequently on a without-compensation basis under provisions 
of the Defense Production Act. Also, many of their top-level execu- 
tives devote much time and effort to advisory groups established by 
the Secretary of the Interior. These are hard-working bodies, which 
upon request for advice on knotty problems, produce extensive studies 
and reports of very real assistance to the Federal Government. 

The industry groups to which I refer are: 

(1) The National Petroleum Council, established in 1946, to give 
unclassified advice to the Secretary of the Interior, and through him 
the Federal Government on any appropriate petroleum or gas matter 
of national significance. 

(2) The Military Petroleum Advisory Board, established in 1947 
and reactivated in 1954, to provide expert industry advice and counsel 
to the Departments of the Interior and Defense and to ODM on 
petroleum and gas matters affecting the national security and which in 
general are classified for security reasons. 

(3) The Gas Industry Advisory Council, established in 1951, to 
advise the Government on gas matters coming under the Defense 
Production Act. 

(4) The Foreign Petroleum Supply Committee, established in 1951 
in accordance with the Voluntary Agreement Relating to Foreign 
Petroleum Supply. This voluntary ement is based on the author- 
ity of section 708 of the Defense Production Act. Government thus 
obtains up-to-date information on foreign petroleum operations and 
facilities which is of great value in connection with national defense 
and security. 

The following developments in connection with petroleum and gas 
programs will be of interest to you: 

(a) The Military Petroleum Advisory Board recently completed 
the first worldwide wartime petroleum supply-demand study which 
assumes use by a potential enemy of ultramodern instrumenis of war. 

(6) The National Petroleum Council has just completed a manual 
to assist the petroleum and gas industry in preparing for an emergency. 

(c) As a result of these two actions, the petroleum and gas industry 
is even better informed and is daily taking actions to assure the con- 
tinuity of supply of petroleum and gas during an emergency. 

(d) The Office of Oil and Gas recently requested the Office of 
Defense Mobilization to increase the expansion goals for basic petro- 
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leum refining facilities, and alkylation facilities, and to establish a new 

expansion goal for mild ‘‘middle of the barrel’ hydrogenation facilities. 

Alkylation is the process to manufacture the key ingredient of high 

octane aviation gasoline used in reciprocating engines. Mild hydro- 

—— is a process by which improved diesel fuels and jet fuels can 
e produced. 

I have intentionally not referred to statistics on the several petro- 
leum and gas expansion goals, accelerated tax amortization and defense 
loan recommendations. These data have previously been submitted 
to your committee. 

efense mobilization functions with respect to solid fuels, which I 
shall cover next, are now included in the assignment to the Office of 
Minerals Mobilization. 

SOLID FUELS 


In the case of solid fuels, the full range of delegate agency responsi- 
bilities, equivalent to those delegated to the Office of Oil and Gas 
with respect to petroleum and gas, has been placed in the Office of 
Minerals Mobilization. The solid fuels functions apply to all types of 
coal, coke, the production of coal chemicals, and the distribution of 
petroleum coke. 

The major work in this field now, as it has been since the beginning 
of the defense mobilization program after the invasion of Korea, is 
devoted to the maintenance and expansion of coke production facili- 
ties to assure an adequate supply of coke to support steel productive 
capacity. This program involves not only the installation of coke- 
making capacity but also the provision of sufficient facilities for the 
production of metallurgical coal for their operation. 

The ODM has established an expansion goal covering these types of 
facilities. It is geared to the size and rate of the pig-iron expansion 
ee established by ODM and administered by the Business and 

efense Services Administration in the Department of Commerce. 

Annual byproduct coke requirements for full mobilization, to 
operate blast furnaces at capacity and to meet other industrial needs, 
are estimated at 84 million tons; the ODM goal, as adjusted to account 
for facilities approved for rapid tax amortization but not started, is 
85,800,000 tons. New capacity has been installed and will be installed 
under the expansion program, but gains are partially offset by the 
retirement of overage ovens and the abandonment of facilities operated 
by gas utilities. Our latest estimates indicate that this country would 
be short a million to 2 million tons of coke to meet full mobilization 
requirements should an emergency occur now. 

Defense requirements for coke and methods to meet these require- 
ments are under constant study. The problem has been discussed 
with an advisory committee representing all segments of the industry. 

On May 10, 1955, we furnished to the staff of your committee 
detailed statistics through March 31, 1955, on the status of applica- 
tions for necessity certificates for accelerated tax amortization in the 
solid fuels industries—by numbers of applications, by dollar values, 
and by capacities of the facilities involved. It is suggested that these 
tables be inserted in the record of this hearing. 

The Cuatrman. They may be inserted. 

(The material referred to follows:) 
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Status of applications for necessity certificates in the solid-fuels industries as of 
Mar. 31, 1955 (preliminary, subject to revision) 


NUMBER OF APPLICATIONS 
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Mining machinery - - - .....-..-- Bs Dele aciagnn= ebbarenice aE De annaeeien S ccniieeamectaler eae meapaeeralt niacin 
Lideeaa 7. . 2.5 tits ahd Oia. ack -- bs. GR Es seen |.--------]--------- Jeneainne 
i eneieacescinias 1, 243, 78 | 44,820 | 2,050 | 256, 604 | 940, 286 | 135,815 | 804,471 | 66. 50 


See footnotes at end of table, p. 10. 
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Status of peg oy for necessity certificates in the solid-fuels industries as of 
ay. 31, 1955 (preliminary, subject to revision)—Continued 


INCREASE IN CAPACITY ? 
[In thousands of tons] 












Action 
pending Denied 






Classification 


Metallurgical coal: 
Rs cece cc Palen nse eoe 
Noneaptive........-....... 





1 Action by ODM (or DPA) based on recommendations by Department of Commerce; all others based 
on recommendations by Department of the Interior. 

2 Percent of certified cost eligible for accelerated tax amortization. 

3 The increases in capacities as reported by applicants are partially offset by losses in capacity at facilities 
abandoned because of age, obsolescence, or economic factors. 


Source: Office of Minerals Mobilization, Department of the Interior, May 10, 1955. 


Mr. Lizsert. Would you, Mr. Chairman, like copies of this at 
this time? 

The CuarrMan. Yes, I would. 

Mr. Lizesert. I will not read them, Mr. Chairman. 

Also we ask similar insertion of a table being furnished at this time 
showing installed coke capacity for 1950 through 1954 and estimates 
of installed capacity in future years. 

The CuartrMan. That may be included in the record. 

(The material referred to follows:) 


United States byproduct coke capacity, in thousands of tors, by type of p’art—- 
Actua! capacity for 1949 to 1954, inciusive, estimated capacity from June 30, 1955, 
to Dec. 81, 1959 








Integrated Furnace | Merchant Public utility Total 
— P t P t P t P t P t 
ereen ercen ercen ‘ercen ercen 
| Tons | of total) TS | of total Tons | of total| TS | oftotal| TS | of total 
Dee. 31, 1949.___.__| 56,061} 761] 3,188 4.3 | 10,179 | 13.8] 4,282 5.8 | 73,710 100 
Dec. 31, 1953. -___- 61,714| 78.9| 4,203 5.4 | 9,846] 12.6] 2,495 3.1 | 78, 258 100 
Dec. 31, 1954..____- 63,703 | 81.1} 4,000 5.1| 9,537] 12.1] 1,356 1.7 | 78, 596 100 
June 30, 1955... ___- 64,033 | 81.0]! 4,000 5.0| 9,702] 12.3] 1,356 1.7 | 79,091 100 
Dec. 31, 1955...---.| 64,285 | 981.1] 4,000 5.0| 9,702] 12.2] 1,356 1.7 | 79,343 100 
June 30, 1956... ___- | 64,086 | 80.8 | 4,175 5.3 | 9,702] 12.2] 1,356 1.7 | 79,319 100 
Dec. 31, 1956_--__-- | 64,108 | 80.8| 4,175 5.3 | 9,702| 12.2! 1,356 1.7 | 79,341 100 
Dec. 31, 1957.......| 65,630 | 81.2] 4,175 5.2] 9 12.0] 1,356 1.6 863 100 
Dec. 31, 1958..--__- 66, 027 81.3 | 4, 175 5.1| 97 12.0] 1,356 1.6 | 81, 260 100 
Dec. 31, 1959._-.-_-| 68,224] 81.8 | 4,175 5.0| 9,702] 11.6] 1,356 1.6 | 83, 457 100 


Notre.—Future capacity is estimated on basis that (a) all plants in operation at end of 1954 will remain in 
operation; (6) 3 plants not yet started are included on the assumption that financing will be available; (c) 8 
projects are excluded because ability to finance construction is very doubtful; and (d) anticipated construc- 
tion by 4 major producers is not included because of inadequate information at this time. 


Source: Office of Minerals Mobilization, Department of the Interior, June 8, 1955. 
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. Mr. Liesert. The tables on rapid tax amortization which I men- 
tioned include data on actions related to another solid fuels program— 
the expansion of coal production in Alaska. Although not a large 
program, its importance to the mobilization effort can be readily seen 
when it is realized that approximately 80 percent of the coal produced 
in Alaska is consumed by important military bases. 

Defense mobilization functions for minerals and metals, excluding 
exploration, are carried on by the new Office of Minerals Mobilization. 


MINERALS AND METALS 


On November 12, 1954, the Office of Defense Mobilization delegated 
to the sagt Sg of the Interior, along with other functions, responsi- 
bility for the development of preparedness measures for a compre- 
hensive list of metals and minerals. The specific functions included 
the development and evaluation of supply data; recommendations as 
to expansion goals and mobilization bases; recommendations on rapid 
tax amortization, loans, guarantees and procurement; development of 
regulations for operation of metals and minerals industries under 
mobilization conditions and guidance to the industries in event of 
attack; and assistance in planning for stockpiling. Subsequently 
the responsibility for acting on requests for rapid tax amortization, 
loans, guaranties, and procurement was redelegated to the Admin- 
istrator of the General Services Administration, which agency had 
continued to perform such functions since it became the successor to 
the former Defense Materials Procurement Agency. The remaining 
metals and minerals functions, except defense exploration, were made 
the responsibility of the Office of Minerals Mobilization, which was 
established in January 1955. 

For the metals and minerals assigned to the Secretary of the 
Interior by ODM, the Office of Minerals Mobilization expects to: 

(1) Develop and maintain current projections of domestic pro- 
duction capacity and or imports, under conditions of full or partial 
mobilization; 

(2) For those metals and minerals for which the supply is likely 
to be inadequate under conditions of full or partial mobilization, 
recommend specific programs designed to assure adequate supply. 
Such programs may include establishment of a mobilization base, 
an expansion goal, a purchase or stockpiling program, financial assist- 
ance, or other measures, singly or in combination; and 

(3) Develop and maintain plans for assuring supply in event of 
partial or full mobilization or attack. These plans may include 
Government orders and regulations and arrangement for industry 
cooperation, to become effective in an emergency. 

In the 6 months since these metals and minerals functions were 
delegated to the Secretary of the Interior, attention has been con- 
centrated on special problems of an urgent character specifically 
referred by the Office of Defense Mobilization. These assignments 
related to lead, zinc, fluorspar, agglomeration facilities for iron ore, 
bauxite, nickel, antimony, manganese, tungsten, selenium, molyb- 
denum, chemical chromite, and rare earths. 

When funds for the Office of Minerals Mobilization are made 
available for fiscal year 1956, arrangements will be made within the 
Department of the Interior for carrying out the full scope of responsi- 
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bilities outlined above for all of the assigniéd metals and minerals. 
The Office has depended primarily on the Bureau of Mines and the 
Geological Survey for staff assistance during the past 6 months and 
expects to continue this practice during the fiscal year 1956. Tenta- 
tive organization plans have been made for full-scale operation, 
including arrangements for close collaboration with industry. 

Aside from the urgent spot issues referred by the Office of Defense 
Mobilization, the most pressing problem at present is of an adminis- 
trative character. It is important that the Office and its relations 
with other agencies and with the industry be established and organized 
in such a way as to enable it to carry out the existing responsibilities 
as economically and effectively as possible, and yet to change over 
rapidly to handle effectively any emergency mobilization conditions 
which might arise. 

Minerals exploration activities are carried on by the Defense 
Minerals Exploration Administration. 


MINERALS EXPLORATION 


The responsibility of the Defense Minerals Exploration Adminis- 
tration under the Defense Production Act is to encourage the explora- 
tion of domestic sources of strategic and critical metals and minerals 
so as to lessen our dependence upon foreign sources in times of national 
emergency. 

The DMEA carries out its objective by entering into contracts with 
private parties under which the Government contributes to a part 
of the cost of the exploration work. Under the current regulations, 
33 separate minerals are eligible for Government assistance. The 
Government will contribute 75 percent of the approved exploration 
costs for 24 of these mineral commodities and will contribute 50 per- 
cent of the approved costs for the remaining 9 mineral commodities. 

Briefly, the guidelines of the program are as follows: 

1. Projects proposed by private industry are examined by Govern- 
ment geologists and engineers to determine whether they offer a 
reasonable prospect of making a worthwhile discovery. 

2. If the project is approved, the Government enters into a contract 
with the operator which provides (a) a description of the work to be 
done, (0) the allowable costs of the work and the Government’s con- 
tribution thereto, (c) repayment of the Government’s contribution 
by means of a percentage royalty on production resulting from the 
exploration, and (d) a contractual, unrecorded lien on the operator’s 
interest in the property to secure the Government’s right to royalty. 

3. The exploration work is done by the operator controlling the 
mining property, not by the Government. 

4. The Government periodically inspects the work done to assure 
compliance with the terms of the contract. 

5. The operator’s claims for Government participation are paid on 
a monthly basis as the work progresses and are subject to audit to 
determine that they are allowable under the contract. 

6. The results of the work are evaluated by Government geologists 
and engineers. If it is considered that a discovery or development 
from which production may be made has resulted from the work, the 
Government will so certify in writing to the operator. Thereafter, 
all production sold is subject to royalty until the sum advanced under 
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the contract is repaid, without interest, or a fixed period of 10 years or 
more has elapsed, whichever occurs first. 

Regardless of any certification, all production sold during the life 
of the contract is subject to royalty. 

In the case of the large number of projects which are terminated 
without certification, the operators on those projects are informed 
that their accounts have been closed and the Government retains no 
claim or lien against the property. 

As of May 31, 1955, DMEA had received 2,650 applications coverin 
proposals for the exploration for 33 different minerals in 42 States an 
Alaska; 2,416 have been disposed of and the remainder are in process. 
Almost half of all applications processed have been denied because 
information available indicated a low probability of making a signifi- 
cant discovery. Seven hundred and fifty of those acted upon have been 
approved and contracts executed. The total cost of the work ap- 
proved in executed contracts is about $36 million, of which the Govern- 
ment has agreed to contribute a maximum of about $22 million. A 
geographical and commodity breakdown of contractual activities is 
furnished to this committee monthly. 

As of May 31, 1955, 260 projects have already found ore; 197 of 
these have been certified as “discoveries or developments” and many 
of the remaining 63 will be certified when the results of further work 
can be more accurately evaluated. On the basis of current informa- 
tion, the estimated recoverable value of the ore reserves inferred on 
the 197 certified projects is approximately $220 million. Royalties in 
the amount of about $900,000 have been paid to the Government on 
about $18 million worth of ore already marketed under the program 
and several operators have completely repaid the sums received from 
the Government. 

Small business, represented by individuals, partnerships, and 
corporate enterprises, have had an active part in the program. This 
is shown by the fact that approximately half of the contracts call for 
total expenditures of less than $20,000, and that in many of them the 
operator is obligated to spend less than $3,000 of his own money to 
complete the authorized work. 

As the program is open to everyone, the participants in itrepresent 
a cross section of the domestic mining industry, which consists of 
many small operators who necessarily restrict their activities to small 
projects and relatively few larger operators who are in a position to 
undertake costly deep-level exploration. About 89 percent of the 
totes contracts executed to date entail project costs under $100,000 
each. 

In order to develop an adequate mobilization base for future 
emergencies, intensive exploration for strategic metals should be 
carried on before an international crisis occurs. As a result of two 
world wars and a rapidly expanding economy, we have consumed 
enormous quantities of strategic materials. Ore deposits which could 
be easily dound have practically all been located, and exploited, 
where commercially feasible. The search for new sources of minerals 
must be initiated well in advance of production. Exploration during 
a period of full mobilization would not only take valuable time, but 
also require manpower and materials which should then be concen- 
trated on maximum production from known deposits. 

This concludes my statement. 


65690—55——3 
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The CuarrMaAn. I want to say that you certainly have made a 
splendid statement. I had a good many questions outlined here to 
propound to you, but I think you have answered the questions I 
expected to ask you. : 

Senator Sparkman, would you like to inquire? 

Senator SPARKMAN. Right on that concluding section, I would like 
to ask 2 or 3 questions. 

I agree with what the chairman has said. It is a most enlightening 
statement and reflects a great deal of work that has been done. 

I take it from your final conclusion of your statement, that you 
believe the Government must continue this exploration aid? 

Mr. Liesert. Yes, I do. 

Senator SpaRKMAN. It is highly important that it be done? 

Mr. Lresert. I think it is one of the remarkably successful programs 
of the Government in this field 

Senator SpaARKMAN. Do you anticipate that this will be done in- 
definitely? 

Mr. Liesert. Will, right now, Senator, of course we do carry out 
this function under a delegation of authority from the ODM under 
the Defense Production Act, and so necessarily the continuity of this 
program under this law depends 

Senator SparKMAN. Depends upon the action of the Congress? 

Mr. Liepert. That is right. 

Senator SpARKMAN. I anticipate your answer to that. 

Do you believe that such a program will be helpful, continued in- 
definitely? 

Mr. Ligesert. Yes, sir. I would like to see it a permanent piece of 
legislation. 

Senator SpARKMAN. You described domestic ores. Does that in- 
clude uranium? 

Mr. Ligesert. Yes, sir; that does at the moment. 

Senator SparKMAN. All of these searching parties that we read 
about in the papers and magazines for uranium, are these a part of 
your program? 

Mr. Liesert. No, sir. 

Senator SparKMAN. Most of that is just picnicking, isn’t it? 

Mr. Liesert. It may not be. It may be searching parties. 
Before a contract is entered into between the Defense Minerals 
Exploration Administration and a prospector, the particular piece of 
ground must have been examined by competent Government geologists 
and engineers. They must decide that it is very probable that ore is 
in this particular location, before they approve a project for the ex- 
ploration on that area. It is all done under very rigid guidelines and 
controlled by the Government, so that the possibility of wasting 
money in needless scouting around is very much minimized—very 
much so. 

The CuarrMan. On a particular project, how much money does the 
Government furnish? 

Mr. Lizsert. The Government furnishes, in the case of uranium, 
75 percent of the total cost of an approved project. The operator 
puts up the additional 25 percent. If ore is discovered and mined, 
the Government gets back all of its 75 percent advance in the form of 
royalties on the production. 
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Senator SpaARKMAN. These explorations are on Government-owned 
lands, aren’t they? 

Mr. Lassert. No, sir; they are not. They are on privately con- 
trolled lands. 

Senator SpaRKMAN. In the case of the uranium? 

Mr. Liesert. It may be public land, Senator. Sorry, I mis- 
understood your question. It may have been public land, but it will 
have been under control of the operator. 

Senator SpaRKMAN. I realize that. I am talking about when they 
go out hunting for it. You talk about staking your claim. That is 
on Government land? 

Mr. Liesert. After the claim is staked, and only after the claim is 
staked, and only after there is a responsible operator ready to under- 
take activities does the Government participate at all. 

Senator SPARKMAN. When this prospector finds a likely site, or one 
that he thinks is likely, he stakes it off. 

What does he get title to? It is not a case of entering the land. 
It is mining rights? 

Mr. Liepert. Yes, sir; he gets a mining claim. 

Senator SpARKMAN. Then he has the right to go in and——. 

Mr. Liesert. Exploit that property. 

Senator SparKMAN. Exploit it and to pay the Government a certain 
amount of royalties. If the Government has assisted him in that 
exploration he has to pay back what has been advanced? 

Mr. Liesert. That is correct, sir, except that I want to make one 
minor correction. I think he stakes a mining claim on public lands. 
He doesn’t owe the Government a royalty under a mineral claim. 

Is that right? 

Mr. Mirrenvorr. No, he doesn’t. He does become obligated to 
pay royalty if he comes in under DMEA, gets a contract for a definite 
amount of work, to be prosecuted in a specified manner. 

Senator SparKMAN. It is all included in the contract? 

Mr. Mirrenporr. Yes, all under the terms of the specific contract, 
detailing specific work and its approved costs. 

Senator SPARKMAN. How long does that contract run for? 

Mr. Mirrenporr. Ordinarily, we do not approve work under any 
contract that will require more than 2 years to complete. The reason 
we do not is because we don’t want to go into some of these long, 
visionary type projects. They are too indefinite. 

Senator SpARKMAN. Does he get an option to renew or anything of 
that kind? 

Mr. Mitrenporr. No. Not in the sense of circumventing the 
“2 year work’’ limitation. 

Senator SpaARKMAN. Suppose it becomes a paying claim and the 
2 years’ time runs out. 

Mr. Mrrrenvorr. The repay period is ordinarily 10 years from the 
date of the contract. We execute a contract today, and it takes the 
operator 2 years to do the work; he hits ore; we certify; he is then 
obligated to pay royalties on all production for a period of 1Q years 
from the date of contract or until the sum advanced by the Govern- 
ment is repaid—whichever occurs first. 

Senator SpaRKMAN. I am talking about how is he going to extend 
his contract for that 10-year period, or for whatever time may be 
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necessary to mine it out. You said you give him 2 years. I am 
asking, does he have any kind of a priority beyond that time? 

Mr. Mirrenporr. The terms of our contract have no relation to 
the title rights to his ground. 

Senator SpARKMAN. That is the reason I asked a while ago what 
kind of title he gets and you told me he gets a mining right. I thought 
you onic that was all carried under the contract and was for a term of 
2 years! 

Mr. Mirrenporr. There are all sorts of titles, all sorts of leaseholds 
and other types of ownership. 

First, a man goes out on public domain and he stakes a claim. 
That is good for all time, so long as he does at least $100 worth of work 
on it each year under the terms of our Federal mining laws. That is 
his mining claim—held under a possessory right. 

Then, if he hits ore, and he spends $500 on that claim, he can apply 
for a patent to the Bureau of Land Management, and he can get a 
fee title and thereafter he would pay only taxes. That is the second 
type of ownership. 

The third type of ‘‘possessory right” for purposes of the exploration 
contract is represented by leaseholds. We ordinarily require the 
lease to run for a period of 10 years, and we also require the lessor to 
execute an owner’s consent to lien in order to protect the Govern- 
ment’s rights to royalty in case the lessee should abandon his lease or 
in case it should be canceled in one way or another. We also deal 
with leases located on Indian reservations or on State lands, such as 
the school lands in Utah and Wyoming. In both of the latter cases 
there are either regulations or statutory provisions which prohibit 
the lessor from granting a lien on the land. As a rule, the leases run 
only for a period of 5 years. In such cases we usually waive the 
owner’s consent to lien and the 10-year lease requirement. 

Senator SpARKMAN. May I go to another phase: I think this 
uranium rush is most interesting, and I am sure I would be glad to 
hear about it all afternoon, but there are many others. 

Is the program paying off so far as the discovery of new ores is 
concerned, or the discovery of ores in which we have been deficient 
in the past? 

Mr. Liesert. We think so, Senator. I personally can only express 
an opinion as to the success of the program, but as I pointed out we 
uncovered to date an estimated $220 million worth of ore under the 
program for a Government loan, shall we say, of about $22 million, 
and some of that would be repaid when the ore is mined. 

Senator SpARKMAN. Is most of that in the field of what we might 
call scarce minerals? 

Mr. Liepert. Yes, it is. All of these materials for which we have 
a program are strategic to a greater or lesser degree. 

Senator CapeHART. How many contracts have you made? 

Mr. Mirrenporr. 750 contracts; 2,650 applications have been re- 
ceived. 

Senator CapeHart. How many of them have found ore to date? 

Mr. Mirrenporr. 260. You read that figure in your statement, 
Mr. Liebert. 

Mr. Lizsert. 260 projects have found ore. 

Senator CAPEHART. What is the estimated value of the ore found 
by the 260 objects? 
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Mr. Ligsert. $220 million, to date. 

Senator Capenart. That is the estimated worth of it? 

Mr. Lizpert. Yes. 

Senator CapEHART. What minerals were found? 

Mr. Liesert. That is concisely set forth, sir, in this monthly state- 
ment which is sent over. 

Senator Capenart. Tell us that. Generally speaking, what are 
they? Does any one predominate? 

Mr. Mirrenpvorr. Iron, zinc, tungsten, fluorspar, copper, rutile, 
and lead predominate, in that order. 

Senator CapeHart. Do you have a report there showing the exact 
minerals and the exact location by States? 

Mr. Mirrenporr. We don’t show them by location. We show 
them by commodity. That is done by design because we cannot 
reveal the ore reserves in any one particular property. We lump 
them up by commodity for purposes of information. 

Senator CapeEHART. Why do you say you don’t want to give them 
by projects? 

Mr. Mirrenvorr. That goes back to the organic act, I believe, of 
the Department of the Interior. When we evaluate what we think is 
on a man’s ground, we treat our estimates as confidential Government 
information. If made public many could capitalize on it; they could 
peddle stock; misinterpret; and do a lot of things. On the other hand, 
we might be wrong and give the property a black eye. 

Senator Capenart. You do have the records showing the kind of 
minerals? 

Mr. Mitrenporr. Yes, indeed. 

Senator CapEHART. Which one predominates? 

Mr. Mirrenvorr. Well, in value, dollar value, fluorspar is high, 
iron is high, copper is good, tungsten is high, zine ranks second in 
value. 

Senator CAPEHART. Have you found any mines that are really 
practical, commercially speaking? 

Mr. Mirrenporr. Oh, yes. 

Senator CAPEHART. They are now developing them and mining? 

Mr. Mirrenporr. Many are producing in a big way. 

Senator CapeHarT. Were these discoveries by existing large cor- 
porations or were they by what we call wildcatters? 

Mr. Mirrenpvorr. Mostly by medium-sized companies—pretty 
solid companies. 

Senator CapeHartT. They were companies, not individuals? 

Mr. Mirrenvorr. Some have been by individuals. 

Senator CaprHArRT. Could we get a breakdown showing that? 
You say you are going to give us the names of the corporations? 

Mr. Mrrrenporr. Yes, if you desire the information. 

Senator SpaRKMAN. Is that set out on monthly reports? 

Mr. Mirrenporr. No. The ore reserves data are worked up twice 
a year. We do not make a final report on a project until the con- 
tract is terminated, so when we refer to $220 million worth of ore, 
we are talking only about those projects that have been wound up and 
evaluated. Fifty-four percent of all the money committed during the 
4 years under this program relates to projects that are still going. 
The big half of all of our money is in active projects, the results 
of which we have not yet evaluated. 
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I know from where I sit that in one case, two 50-year mines have 
been opened up by one project. I know that in another project, 
enormous amounts of zine are being opened up. I know that in still 
another project, which is down almost 4,000 feet deep in virgin 
ground, ore was hit last month, and we have every reason to believe 
that it can be projected up for two or three thousand feet toward the 
surface. There might be enormous tonnage found by that project. 

It will take time before we can evaluate these projects. Those 
that. we have evaluated were entered into early in the program and 
for the large part were small in dollar value and wound up early in 
the program. 

In these we have an estimated value of about $35 million worth of 
new wealth in the ground for each $1 million of Government money 
spent. 

Senator SparKMAN. Ofcourse, I think that is important, but the 
thing I think is of even greater importance is that it constitutes 
minerals and metals in which we have had a deficiency, and that are 
needed for our security. 

By the way, is there sufficient incentive in this program, or can 
there be developed a program of sufficient incentive to take care of 
our national need of strategic metals and minerals? 

Mr. Mirrenporr. There is a very pronounced interest in the pro- 
gram. I will say this: If this program is extended beyond June 30, 
that the DMEA will go into its fifth year of existence with a larger 
backlog of applications than it has had for 2 years, and with a very 
marked public interest in exploration. I happened to have been in 
mining all my life. There is more interest today in mineral explora- 
tion on the part of groups and professional men and industrial firms, 
who are diversifying their activities toward mining, than I have ever 
witnessed heretofore. 

Senator SpARKMAN. I want to come back to this question: Will 
you tell this committee that we are making definite headway toward 
improving our national security status with reference to critical and 
strategic materials? 

Mr. Mirrenporr. I will say that. 

Senator SpARKMAN. Through this program? 

Mr. Liesert. I don’t think there is any question about it. 

Senator SpARKMAN. Are we by this making a contribution to the 
status of the free world with reference to critical and strategic mate- 
rials? 

Mr. Ligpert. Yes. 

Senator CapreHart. You don’t do any business in this program 
outside of the United States, do you? 

Mr. Mirrenporr. No. 

Senator SpaRKMAN. I am not talking about that. But we are 
improving the supply that is available to the free world without 
dependence upon nations outside of what we call the free world? 

Mr. Lizpert. That is correct, sir. 

Senator SparKMAN. In other words, I suppose we will never become 
completely independent, but we are working in that direction; is 
that right? 

Mr. Lizsert. We are definitely, sir. 
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Senator SPARKMAN. It seems to me that is the material point for 
which this program is designed. 

The CuarrMANn. Senator Capehart, I didn’t understand just exactly 
what you wanted these gentlemen to supply for the record. 

Senator CaPpEHART. The names and addresses of the contracts they 
have entered into and the locations of the discoveries they indicated 
they had made. 

The CuarrMaAn. Can you do that? 

Mr. Mirrenporr. Yes, sir. You would like to have a list giving 
the identity of all of the recipients of the 750 contracts, and the 
amount of money involved? We can give it to you, and, indicate 
the location by State and county. 

Senator CapreHart. Yes. I think we ought to have that. We 
should know who is receiving the money. 

Mr. Mirrenporr. We report that type of information to this 
committee on a quarterly basis, but it only relates to contracts 
executed during the particular quarter. We shall prepare a summary 
report. 

Senator Caprenart. I think there should be possibly a yearly 
report or twice yearly report showing the names of the people who 
are getting it and the discoveries that they have made and the other 
information. 

(The information referred to follows:) 
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Senator CAPEHART. | am anxious to see whether or not it is the 
big corporations that are doing it or is it the little fellows. 

Mr. Mirrenporr. Senator, it represents as we have stated, a true 
cross section of the mining industry. Individual projects range in 
cost from a low of $500 to a high of $1 million for a single project. 
In our $1 million projects the operators are obligated to furnish half 
a million dollars to complete the approved work. We have approved 
only two projects of this magnitude. 

Now, we have stated that more than half of the total contracts 
executed are with little fellows, that they are under $20,000 each. 

Senator CapeHART. Is there anything in the law that specifies the 
amount or percentage you will put up and the percentage the other 
fellow puts up? 

Mr. Mirrenporr. Not in the law. 

Senator CapEHART. You put up from zero to how much? 

Mr. Mirrenpvorr. We established the Government participation 
at either 75 percent or 50—50. 

Senator CapeHArt. Did you decide on that amount or did the 
Congress decide? 

Mr. Mirrenporr. No. The Department of the Interior decided, 

Senator CaPpEHART. That was left up to your judgment? 

Mr. Mirrenporr. Yes. The act (under sec. 303) provided for 
the encouragement of exploration, without specifying the means or 
suggested method. We, of course, had to consider the various risk 
elements, mineral by mineral, and then guess how much incentive 
was necessary to accomplish the objective. In addition, we intro- 
duced repayment provisions in the regulations. 

Senator CaPpeEHART. You could treat everybody differently, could 
you? 

Mr. Mirrenporr. No. If one requests aid for the exploration of 
zine, for example, the Government contributes 50 percent, whether 
the operator is big or little. If the exploration involves uranium, the 
Government participation is 75 percent, regardless of the stature of 
the applicant. 

Senator CapreHart. What about others? What about fluorspar? 

Mr. Mirrenporr. Fluorspar is 50-50. I will give you a complete 
rundown of Government participation by commodities. The 50-50 
commodities are bauxite, chromium, copper, fluorspar, graphite, lead, 
molybdenum, zinc, and cadmium. The higher risk commodities in 
which we put up 75 percent are antimony, asbestos, beryl, cobalt, 
columbium, corundum, diamonds (industrial), kyanite (strategic), 
manganese, mercury, mica (strategic), monazite and rare earths, 
nickel, platinum, group metals, quartz crystals, rutile-brookite, talc, 
tantalum, thorium, tin, tungsten, and uranium. 

The CHarrMAN. Any other questions, Senator? 

Senator CapeHArt. | think they have answered most of the ques- 
tions on the minerals. 

The CHarrRMAN. I would like to ask one question, Mr. Liebert: 
Since borrowing authority funds may be utilized for administrative 
expenses in carrying out programs under the Defense Production Act, 
is there some special reason why Interior did not request such funds 
for this purpose pending congressional appropriation for fiscal year 
1956? 
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Mr. Lizpert. Well, the whole program is done under a delegation 
of authority from ODM, and that is the only way in which Interior 
could conduct this program. We would have to have a whole new 
legislation if we undertook to do it independently of the Defense 
Production Act, so the continuance of this activity is dependent upon 
the continuance of the Defense Production Act, which provides for 
borrowing authority for this activity. 

The CHarrMAN. It gives you all the authority? 

Mr. Liepertr. Yes. If we wanted to carry it on as an independent 
activity of the Department, it would require special legislation and 
then directly appropriated funds, which would go through the regula: 
route. 

Representative Rains. Are you saying that vou only get funds that 
are appropriated to ODM and you don’t get any appropriation in 
the Interior Department for carrying out of these functions that you 
are charged with? 

Mr. Lreserr. No, sir, only for the Defense Minerals Exploration 
Administration. That is the only organization for which we get funds 
under the borrowing authority program. 

Representative Rains. Was there any particular reason why you 
didn’t ask for the necessary appropriations to carry it out, as vou say 
vou were hamstrung with it? Do you have sufficient appropriations 
to carry out all these responsibilities? 

Mr. Ligsert. We have made requests for the necessary funds, 
covering all of the activities, with the exception of the defense minerals 
exploration activity, for which we get borrowing authority from the 
ODM funds, so that we have provided in our regular appropriation 
request for 1956 for everything, except the Defense Minerals Explora- 
tion Administration. 

The CHarrman. Whom do you make that request to? 

Mr. Liesert. That is put in our regular budget, so that you will 
find in our request for funds for 1956 a certain portion for the Office 
of Oil and Gas, for the Office of Minerals Mobilization, and for the 
power activities, which are merged in the office of the Assistant Secre- 
tarv—-Water and Power Development. 

Representative Rains. Why nothing for the exploration activities? 

Mr. Lerpert. Because, sir, this is a special program which involves, 
in a sense, loans and activity directly provided for in the borrowing 
authority given to ODM under the Defense Production Act. 

Senator CarEHART. How many people are in this department? 

Mr. Lersert. The Defense Minerals Exploration Administration, 
sir? 

Senator CAPEHART. Yes. 

Mr. Mirrenporr. Our Washington staff averages about 46 people. 
We have 16 engineers. The remainder are clerks, auditors, and so 
forth. We utilize—— 

Senator Caprenart. I am talking about the Office of Minerals 
Mobilization, not your department. 

In other words, let’s get right down to brass tacks. Six months 
ago they gave you this responsibility. What personnel have you set 
up to handle it? My best judgment is that you haven’t done anything. 

Mr. Lerpert. You are exactly right in that sense, Senator. We did 
not have any funds. There were no funds within the Department for 
the proposed Office of Minerals Mobilization, but when we got the 
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delegated authority, we commenced then trying to set up the kind of 
organization we would have when we got the appropriation requested 
of Congress for 1956. 

Senator CAPEHART. Are you getting it? Did the House approve it? 

Mr. Lersert. We got, let’s see, I think $250,000 was approved by 
the House, and the Senate approved $225,000. I don’t know where 
we are as of now, but we had requested substantially more than that. 

Senator CapEHAr?. Is that sufficient to do the job? 

Mr. Lienert. We requested more, sir. We will try to get along 
on what we get and utilize the staff which we have available end call 
on industry advisory groups. It is going to be a tough management 
job, but if Congress says that is all the money we can have, we will 
do the best we can with it. 

Representative Rains. Could I ask a question there? 

I have been concerned about Public Law 206. It appears to me— 
and I hope the Senators will listen—that the Senate Interior Com- 
mittee, by legislation not referred to the Banking and Currency Com- 
mittee, which handles the Defeise Production Act, is reaching into 
this Defense Production fund and earmarking great sums of this 
money for minerals that are not necessarily listed as acute and short: 
is that correct or not? 

Mr. Ligsert. I am trying to think quickly on Public Law 206. 
That is not the Minerals Extension Act of 1953, is it? 

Senator CApEHART. If you will yield, let me say the Congressman, 
I think, stated the question properly, excepting that the legislation 
has not passed the Senate. It is on the floor of the Senate. 

Representative Rains. 206 passed the Senate in 1953, didn’t it, 
and a new bill this year? 

Senator CaprHart. The one that is on the calendar at the moment 
IT am holding up. That was put on the calendar without any hear- 
ings having been held. That is being held up at the moment. | 
don’t know what will happen to it. 

Mr. Lresert. That is 922. 

Senator SPARKMAN. 5S. 922. 

Senator CapeHart. They reported that bill out without hearings. 

Representative Rains. Public Law 206 came through the Congress 
in 1953. 

Senator CAPEHART. I might say it is being held up at the moment 
in the Senate. 

Representative Rains. The statement is made here that under 922 
that bill could take over $1 billion in the borrowing authority. 

Senator CareHArR?T. Did you approve that bill? 

Mr. Lresert. No, sir. 

Senator CaPpEHART. Were you consulted? 

Mr. Lisserr. We were consulted, sir. I think that is the one that 
the Senate—may I go off the record, Mr. Chairman? 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Senator SPARKMAN. I would be glad to go on the record and say 
this: That it seems to me that Public Law 206, as originally intro- 
duced, was very cleverly worded so as to extend the act—certain 
features of the Defense Production Act—which have been under the 


~ 





jurisdiction of the Banking and Currency Committees, and then S. 922 
this year, seeks to extend Public Law 206, called the Domestic Min- 
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erals.Program Extension Act of 1953, which was simply an extension 
of certain features of the Defense Production Act. 

I believe that both committees—the House and Senate alike— 
should do their best to regain jurisdiction over this legislation, since 
it is an essential part of the Defense Production Act. 

The Cuaimman. I think we will have to take it up with the chairmen 
of the respective committees. 

Senater SPARKMAN. I realize that. 

Representative Rains. You think the watchdog committee itself 
should not get bit? We are supposed to be the watchdog committee 
and somebody else is biting us. 

Senator Sparkman. I think we had better get it back where we will 
have jurisdiction over it. 

Representative Rains. I agree with you, Senator. 

Senator CapeHart. I don’t see how a bill could get through the 
Senate Interior Committee calling for over a billion dollars worth 
of expenditures without any hearing. 

Representative Rarns. I can’t understand how it got through the 
House without reference to the Banking and Currency Committee, 
can you, Mr. Chairman? 

The CuartrMan. No, sir. 

Dr. Talle, do you have a question to ask at this time? 

Representative Tauue. Yes, Mr. Chairman. 

How satisfactorily is tax amortization working? 

Mr. Lizsert. We think it has worked very well during the Korean 
emergency, and are currently now trying to evaluate the present 
desirability of continuing to use tax amortization mechanisms for 
expansion programs. In other words, the whole subject of tax 
amortization and its application to expanding facilities is being 
reviewed now, to determine whether it should be continued as a 
vehicle, and if so, to what extent in the future; but as to whether it 
has worked in the past, I think it has worked very satisfactorily. 

That is my own view, 

Representative Tauutn. At other hearings I have inquired about 
titanium. Have you anything new to say about that? 

Mr. Liesert. | believe Dr. Flemming covered the recent develop- 
ments in titanium in his presentation before this committee a few 
days ago. I have nothing to add to that at the moment. 

epresentative Tate. Do you want to say anything about the 
tin industry in Alaska? 

Mr. Lizsert. We are being importuned by several of the Alaska 
delegation to do things about tin. It is a very complex problem. 
We find that a project which has been going on for some time now 
under exploration has recently cut a very large and apparently a very 
interesting vein of tin, a much discussed project—in the sense I should 
say it has been talked about many times before this committee—the 
U.S. Tin Corp. Maybe Mr. Mittendorf would have some information 
on that, 

Mr. Mirrenvorr. Well, as you gentlemen know, we all felt that 
more exploration work was warranted on U.S. Tin, We admitted 
(during the recent hearings) that the exploration accomplished did 
not disclose new measurable reserves, but that it did develop a lot of 
good geologic information, even though much of it was disappointing. 
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We approved another shot at it, another $64,000 to test new con- 
cepts; $27,000 of that sum has been spent. The underground work 
has been completed, and some of it has been very successful. I just 
received this report from Alaska, and it says: 

The most noteworthy result of the current program to date has been proof that 
Cassiterite Dike Ore continues downward at equal or better grade to at least 
the 200 level, but possibly on a strong rake to the east. 

You know, we missed the ore on the 365 level, so we decidéd to go 


up on another level to see if the rake plunged more flatly. That is 
just what it did. 


This report from which I quoted goes on to point out that this new DMEA 
work has increased the known reserves by about 90,000 tons (about 3 years’ 
operation at current [mill] capacity) and has greatly strengthened the expectation 
of further extensions downward and to the east. 

The estimated grade of the newly disclosed ore is 1.7 percent tin. 
That is 34 pounds of contained tin per ton. At, let’s say, even 30 
pounds of tin per ton, the 90,000 tons of newly inferred reserves 
would represent about $2% million worth of ore, gross value, that was 
disclosed by work that cost the Government $27,000. 

a CaprEHArRT. Did you say you found a new vein of tin up 
there? 

Mr. Mirrenporr. It is the downward extension of known ore. 

Senator Caprenart. Is there more in that area than you thought? 

Mr. Mirrenporr. Yes. 

Senator CaPpeEHART. What are you going to do with it? 

Mr. Mirrenporr. When we were before your committee last year 
we reported that the work done under the previous exploration proj- 
ect was not too encouraging 

Senator Carpenart. What will you do now? 

Mr. Mirrenporr. We have completed our objective insofar as we 
determined that the ore extended to the 200 level—and we learned 
more about the deposit. 

Senator CapreHart. Are they producing tin up there now? 

Mr. Mirrenporr. The productive end of the enterprise is under 
GSA. They were to resume milling production, I believe, on the 
20th of May. 

Senator CapeHART. Are they supposed to be producing? 

Mr. Mirrenporr. They have been down, I think, Senator, since 
about January or February, due to lack of water. 

Representative Tair. I am interested in knowing who the people 
are who are doing the work now, the romanticists of last year, or do 
you have different people? 

Mr. Mirrenporr. They are all new faces in the picture now. 
There is a Mr. Gilmore, who appears to head the company. They 
have a new superintendent. Mr. Hoagland left about 3 months ago. 

Representative Tate. Who is actually in command now? 

Mr. Mirtrenporr. Mr. Gilmore, so far as I know. 

Representative TaLLeE. What connection has he with the industry? 

Mr. Mirrenpvorr. He is president of the company. So far as his 
connection with the industry—frankly, I never heard of him before. 








Representative Tau. It is all very mysterious to me what goes 
on up there. I would like to know if tin has been found now, who 
is in command, and so on, and what may we expect for the money 
expended. 
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Mr. Mirrenporr. The GSA keeps a very tight rein on their 
operation. Even the money DMEA is obligated to furnish for the 
completed exploration work is paid through GSA. 

Senator Carpenart. Where is the report that this committee asked 
ou for on this United States Tin matter about a year ago, or a little 
ess than a year ago? Has that ever been made? 

Mr. Mirrenporr. I don’t believe I was asked for it, Senator. 

Senator CarpeHart. It went to the Secretary. You represent the 
Interior Department, do you not? 

Mr. Liesert. Yes. 

The CHarrMAN. There must be a report somewhere. 

Mr. Liesert. If I recall, Senator, 1 think the report was an admoni- 
tion to the Department to review the records of some of the people 
within the Department, to take corrective action, to see that whatever 
irregularities had been conducted were cured, and steps were taken 
so that they should not reoccur. 

Representative Tate. The committee held extensive hearings on 
that last year, very extensive hearings, and I wonder what resulted 
from the lean. W Was it a mere slap on the wrist, or may some- 
thing more effective than that be expected? 

Mr. Liesert. Well, I think, as Mr. Mittendorf explained, the new 
faces at the project indicate that a change has taken place up there 
in the conduct of utilization of Government’s money within the 
company. 

Representative Tatts. What happened to the old faces? 

Mr. Lizsert. Of the company? I don’t know. I guess they drift 
away as they get discouraged. I don’t know, sir. 

Senator Capenart. Gentlemen, we asked for a written report, 
and you haven't given it to us, as far as I know. You have given it 
to the Solicitor’s Office. How long has he had it, now? 

Mr. Lresert. I am sorry, Senator, I can’t give you that specific 
information, but I do know that the matter was referred to the 
Solicitor’s Office to read the record, to determine if there should have 
been, on the basis of the information disclosed in the record, any kind 
of disciplinary action taken against certain of the employees, and I 
haven’t gotten the report on it. 

Senator CapeHnart. We haven’t gotten the report and you haven’t 
heard from the Solicitor. Are those statements correct? 

Mr. Lizsert. That is right. You haven’t gotten the report on 
that particular thing—was anybody subjected to disciplinary action? 
That is the sort of thing you meant? 

Senator Capenart. No. We asked you to make a written report 
to this committee on the United States tin situation. 

Mr. Liepert. Yes. 

Senator CapeHartT. And you turned it over to the Solicitor. I 
don’t know why, but you turned it over to him, I presume to get an 
opinion as to whether you should or should not turn that same in- 
formation over to us, and so far he hasn’t given you any answer; is 
that right? 

Mr. Lizsert. That is right. 

The CHarrMAN. Will you supply us with the report? 

Mr. Liepert. Yes, sir; Mr. Chairman, when I go back, I will look 
into this specific question and advise you or the committee on the 
status of this report. 
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Representative Tain. I remember a year ago I administered an 
oath to some witnesses in this very room, and following that I heard 
the most fantastic testimony I have ever listened to im my life, by 
Mr. Fischnaller especially, and I thought that in the light of subse- 
quent testimony something would: be done that would be more than 
a slap on the wrist. I am just wondering what has happened. 

Mr. Lizsert. I wasn’t involved in that hearing, sir, and I can’t 
tell you. 

The CHatrMAN. Can you supply the record with the amount of 
money the Government has put in this project since the hearing we 
had last fall? 

Mr. Mirrenporr. I[ can, so far as DMEA exploration is concerned. 
I do not have data on the sums spent by GSA. I will be very glad to 
give you our figures. 

(The information referred to follows:) 


Status of Idm—E891, DM EA-2228, United States Tin Corporation, as of May 27, 











1955 

Total | Government 

| 2 participation 
Contract; Anes 2ii: 1088 i256. hn a id. ciae iee $226, 000. 00 | $203, 400. 00 
Approved costs to Feb. 28, 1954.._...-.....--....-...-«. Sas eee SE TTEE levanncentuen snes 
Paid to operator______- ESSE EN AEDS SEE LP PLP SELES hear? PAS kaa) 196, 492. 99 
Operator’s share of rental Government equipment_-_-___- wat cassia co nah cacao” 400. 50 
Balenee. 9..20.345i.60363-94)) Bh wa iemdaedteeh..8sty 7, 229. 46 6, 506. 51 
SEES Se) 
Annethinbent No:'S,/sem. Fi, 1066... 22.2282 SEL ae 64, 600. 00 58, 140. 00 
Approved costs to May 17, 1058s is6.. spedeieede cht oe -b----hesmanaceel eID BS hott ee cterieeat 
Paid to operator- ee cdl chapucdecctcueotetahan cc aoackheuele Leeeeeeee 28, 797. 65 
15 percent withheld from operators. ..24: -- 205s. - hs Li Lite 3. Jol epee | 5, 081. 95 
wen 3021: 8256 cL Ae Re) a a SI dd 26, 956. 00 24, 260. 40 
Summary: } OF 
Fats neewiat.. 656i. 7-- 6 Aid. ss. SOB SEIS <i 290, 600. 00 261, 540.00 
Approved costs to May 17, 1955_.--.--.-----..- ieee he eniaardi ati | Za, GA OE |. icedcenen aa 
Pate 00 Upemeeer a ish hl lee. TEA. BY obs a dA wo tle ! 225, 200. 64 
15 percent withheld from operator. -__.......---.--.......-_.----. hans dulinaaees Eee o | 5, 081. 95 
Operator’s share of rental Government equipment__________-___- | Snee ace ome ee 400. 50: 
a {J ——__________. 
MIE 5 «ea ansnaden niin een ean lake aes 34, 185. 46 | 30, 766. 91 





Representative Ratns. I would like to ask. some questions, Mr. 
Chairman. 

Representative Tatty. May I ask one more? 

Representative Rains. Excuse me. 

Representative TaLLe. For my information, what details are in- 
volved in staking out a claim? 

Mr. Lresert. I would like to refer that question, sir, to Mr. 
Mittendorf. He is much more familiar with that than I am. 

Mr. Mrrrenporr. | have staked a lot of them. 

Representative Tatite. Then you are the right person to ask. 

Mr. Mrrrenvorr. The first thing you want to find out is whether 
or not the ground is open and you are not jumping somebody else’s 
claim. If you are prospecting out in the wilderness, and you don’t 
see any stakes or monuments, you have every reason to believe that 
the ground is open for location. The first thing you must have is a 
discovery; you see a vein and you build a monument right on the 
spot. That is your discovery location. 
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Then you start pacing off and put in the corners and you locate 
20 acres; 20 acres, 600 feet wide astride the vein, and 1,500 feet in 
length. According to our laws, you can stake just as many such 
claims as you wish. 

Representative TaALLe. Suppose somebody moves the landmarks? 

Mr. Mirrenporr. Well, they are taking a big chance in so doing. 
Within 30 days you must dig a 10-foot discovery hole. 

Senator Capenart. Ten-foot hole? 

Mr. Mirrenporr. Yes. 

Senator CapeHart. That might have stopped either the doctor 
or me. 

Do you have to do that personally? 

Mr. Mirrenporr. Yes, or have it done by others. 

You are on pretty safe ground if you go out in the country and see 
some ground that looks good and you don’t see any monuments. You 
locate it and then dig your 10-foot hole. Each year thereafter you 
have to spend a hundred dollars on that claim to hold it. You must 
record an affidavit that you performed the work. 

Representative TaLue. In the Old Testament you get the admon- 
ition, “Remove not the ancient landmarks which thy fathers have set.”’ 
There is nothing new about removing landmarks. I was wondering 
how reliable staking would be. 

Is there a recording, then? 

Mr. Mirrenporr. It is recorded. 

Representative Tatty. With what official? 

Mr. Mirrenporr. The county recorder. Of course, one might 
locate in unsurveyed areas, where it is difficult to identify the claim by 
relation to townships and ranges. In those cases, the locators usually 
tie their claims with landmarks. Of course, you run a risk of some- 
body knocking your monument over. 

Representative Tauue. If somebody fills in the 10-foot hole, then 
what? 

Mr. Mirrenporr. They usually have a scrap on their hands. I 
understand that last month they sold more ammunition in the State 
of Wyoming than was sold the last year—all .45’s, too. 

Representative Tate. Is that civil defense. 

Mr. Liesert. Mineral defense. 

Representative Taye. Thank you. 

The CHarrMAN. Mr. Rains. 

Representative Rarns. Mr. Liebert, did I understand you to say 
that under the present situation, in the event of an emergency we 
would be something over a million tons short on coke? 

Mr. Hanuman. That is correct. 

Representative Rains. Now the coking facilities that have been 
developed under this program have been developed mostly by the 
big steel mills? 

Mr. HanuMaAN. Yes, sir; they have, to the largest extent. 

Representative Rains. Have tax amortizations been granted to 
the steel mills for that purpose? 

Mr. Hanuman. It has been; yes, sir. 

Representative Rains. What percentage—75? 

Mr. Hanuman. No. The percentage allowed depends on whether 
it was entirely a new facility or whether it was reconstruction of old 
worn-out batteries. We have various percentages. It is 45 percent 
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if they are merely putting in a new facility in anticipation of losing 
some of their old capacity. If it is an entirely new facility, for an 
independent company not integrated with steel, they get a percentage 
rating maybe as high as 85 percent, and at integrated steel plants it 
will be down in the neighborhood of 75 percent. 

Representative Rains. Mr. Chairman, I would like to include in 
the record a list of the coking facilities by company that have been 
established under this program, the tax amortizations in amounts and 
percentages of each. 

The CuairMan. Can you get that information? 

Mr. Hanuman. Yes, sir. 

The CHatrMan. That may be inserted in the record. 

(The information referred to follows:) 


Necessity certificates issued by Office of Defense Mobilization (Defense Production 
Administration) for coke plants through Mar. 31, 1955 








Tax amor- Location of facilities Cost in oe of 
tization Name of company thousands 
No. Town County of dollars ! certified 
stile se eaeeiteel —— 
ALABAMA 
213 a Byproducts Corp...| Tarrant.........-- Jefferson - -_--- 2, 542 85 
NGODR 3. = cSG oe cndatetad. Mees isan ninintie tn eit Meek i ik 1, 193 50 
9166 Nice NMI i ee ee a 228 85. 
276 | Republic Steel Corp_.__..._-- Birmingham..--_-.|-_.--- AE ES 6, 000 285 
1000 | Sloss-Sheffield Steel & Iron | North Birming- |----- OR. 2t dod 1, 976 85 
Co. ham. 
7 te WIGS ot ok onan cnnkdube aoe inde tekst aia nitiel Wiscienddeee 73 90 
§206 }..... _ ibe hb pcebaga 434 ~dihan Hetean Si akib cin cht heen do - 150 85 
Bin eterna diac d eenkedoale demi PR nc nk kage eee 84 5O 
14314 tinited States Steel Corp--_-- — nn gee ee Ge eda Oe clsiss 1, 150 60 
a! Eee, aS ae i 6 inn cts 5, 330 45 
dee EE A eB SP a bo nwnad aldddueeatiiuel On ath ds 10, 660 45 
2003 | W aaa ee ares Ce... 3.3 Woodward........|..... Wiis ccrespets 4, 227 85 
REE | Mees eee. Sea ee | ee eee OT a 
CALIFORNIA “ oy 
1956 | Kaiser Steel Corp_.___._____- Fontana..........- ~— Bernar- 17, 318 85 
ino. 
440 | Yolo Steel & Metal Co______- Sacramento. -_-.-.. Sacramento -- 12, 100 85 
State tote... - eco cc Ma dacdacesinnddeehd- dhe nateetebee od ie picnics wins 
CONNECTICUT 
907 | New Egland Steel Develop- |Waterford._..._.._- New London_. 17, 500 285 
ment Corp. 
DELAWARE 
20078 | Delaware River Steel Corp_..| Claymont---_------ New Castle --_- 12, 100 85 
ILLINOIS 
1485 | International Harvester Co...| Chicago----.....-- a = 2, 083 85 
1769 | Granite City Steel Co_______- Granite City__-_-_- Madison -- ---- 4, 496 285 
26617 | United States Steel Corp___-_- SOG sks. cc eee ae 15, 925 45 
SUT OI isos sce cara Bo Ba aceea hd eRe ene es oe oe a Ee 
INDIANA Te 
2321 | Inland Steel Co.........-...-- Indiana Harbor_.-| Lake__-.------ 3, 093 85 
3022 | United States Steel Corp_---_- OEY on nnic nhc deeene ne | es 15, 684 45 
| UB ee ee ae aes eta ae Chccaabties et ace I ok tig Ss 3, 817 60 
Nat adie isc eS ES RS Bot ses, ee 16, 401 45 
ae. ee we do... dec MG an eee 49, 850 85 
22 ™ La oungstow n Sheet & | Indiana Harbor___|_....do.-..----- 14, 681 | 285 
ube C 
eee oe eS OMe 
NN OUR gcd ees ise Sob beeskapaaeetacel Leoeteeee eae Wee 12k... 


} } } oN es as 


See footnotes at end of table, p. 48. 
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Necessity <cettéficates issued by Office of Defense Mobilization (Defense Production 
Administration) for coke plants through Mar. 31, 1955—Continued 


| 
Tax amor- Location of facilities Poreint of 
tization Name of company area nguNnsennteennens! Sms cost 


No. Town County of dollars! | certified 





IOWA 


North American Steel Co ’ ie 2 a) 27, 137 | 


KENTUCKY 
Allied Chemical & Dye Corp. y | 42, 500 


MARYLAND 
1115 
1148 


9649 
16915 


MASSACHUSETTS 


Eastern Gas & Fuel Asso- 
ciates. 


MICHIGAN 


fp Iron & Coke__...__- 
Ey 
MINNESOTA 


Interlake Iron Corp 
va States Steel Corp. --- 


MISSOURI 





Great Lakes Carbon Corp.--- 5, 
qi 10, 550 | 


16, 010 


NEW JERSEY 
Koppers Co., Inc Kearney 
NEW YORK 
Allied Chemical & Dye Corp_| Tonawanda | Eri 375 
ete? eae Steel Corp Lackawanna ae 9, 890 
S 1, 490 | 
2, 370 | 
242 
515 
12, 100 | 


OHIO 





| 1 
2100 | Allied Chemical & Dye Corp.) South Point-....--| 
16529 d Ironton 
379 | Armco Steel Corp | Middletown 
8864 | Interlake Iron Corp 
26263 | Jones & Laughlin Steel Cap-| Cleveland 
3442 | Koppers Co., Inc 
82 | Republic Steel Cee. 
281 |... -.do 
16629 
17803 








Lor: ain a 
| Cuy ahoga.- 


See footnotes at end of table, p. 48. 





eae oe u 





48 DEFENSE PRODUCTION ACT 


Necessity certificates issued by Office of Defense Mobilization (Defense Production 
Administration) for coke plants through Mar. 31, 1955—Continued 


| | 



































Tax amor- | Location of facilities Cost in | Percent of 
tization | Name of company | thousands cost 
No. Town County On TS a of dollars ! 2 certified 
} 
onlo—continuecd 
26491 | United States Steel Corp_- Cleveland___------ | Cuyahoga. ---- 1, 975 45 
26600 | Ue 2nd biative ovmicmmmintonen DIN 6 osc diere tinted | Lorain,....... 12, 930 50 
23469 | The a oungstow n Sheet & | Youngstown-.----- Mahoning---__! 10, 000 50 
| ‘Tube Co. 
STONE foes Mien pon Po ncan sateen ea beblc5-ceeetenamaenne Pr Rl es i 8, 186 | 50 
| NNO BO age cnitsnaed hel <<pecinsnigademacettons ieesdnnattnee WE POE Eviwccescsdns 
} eee | 
PENNSYLVANIA | 
| 
1117 | Bethlehem Steel a co Seats | Johnstown__._--.- Cambria ------ 5, 500 285 
FOO i oon cnecuinnnhs tiaten teatin Bethlehem-_--.-_.- Northampton. 11, 921 85 
26079 | A 52h dian ok adhe ae | Steelton........... Dauphin__-_.- 6, 845 55 
15183 | Central Iron & Steel Co --| Phoenixville- ----- Chester - ..~=.- 8, 000 85 
SOME fhe ca ce coh an de ac ee Harrisburg__....--| Dauphin._-__-- 8, 090 85 
175 | Crucible Steel Co........-....| Midland_.._....-- | Beaver... _..-- 3, 166 285 
8863 | Interlake Iron Corp.._- - so] tinh ee 1,315 50 
5 | Jones & Laughlin Steel Corp_| Aliquippa... ._..-- WEE... ck 6, 949 280 
SOU Uh a OR ioc diwincccmunedaanete | Pittsburgh. _-.-..- | Allegheny-..-- 17,277 7! 
27454 cea sainacat hihi sete tug iaenl | Aliquippa.._....-- | Beaver_....... 7 45 
1315 | Lucerne Coke Co._.._-.---..- Lucerne... .......- | Indiana_-_--_-- 1,719 7 
24987 |..--- do oo meae hits en cl a want x cae 475 75 
19004 | Philade ‘Iphia Coke Go_____--- Philadelphia_____- | Philadelphia__ 125 30 
1495 | Pittsburgh Coke & Chemical | Neville Island..-._| Allegheny-.._- 6, 194 85 
| 0, | 
19449 | Pittsburzh Steel Co_______--- Monessen_.-_-....- | Washington__. 11, 240 85 
6588 | Revere Coke Corp--___------ Revere (Uledi)__ --| Fayette....-.- 28 90 
25953 | Sharon Steel Corp..--..--.--- Pent tos, ..- | Mercer..._...- 16, 500 85 
14450 | Sy roe ne Cc Wtacauceeeke on" eae | Jefferson ____-_- 360 60 
739 | | Bueks._...._- 31, 171 285 
3014 | ans : | Allegheny-_--- 19, 146 25 
14316 | DP ee lita me Oca hs 12, 57 45 
1477: icon o2teeestot eee eS 3 .bees 1, 200 60 
SCO Ai esas Ps coc dn ccd dadeeaerapBtbclsnonts Gatabaaeee= Paste eee 17, 386 45 
26616 |.--.. G0. cincsaancasciggmaneebedonees b. ee on ocbelaohen RS doit an 70, 636 45 
Rite DE ong « 355535) coankadanneneanebeleneteannacegteein SCEe Viviewaancause 
| TENNESSEE 
1816 | Johnson Coke Co---_.-.------ Rockwood___.....| Roane--...--- 210 90 
TEXAS 
300 | Armco Steel Corp. ...-.------ Houston. -.......- Harris _-.....- 5, 825 280 
VIRGINIA 
2231 Allied Chemical & Dye Corp.| Hopewell__...---- Prince George. 6, 000 85 
9134 | Wise Coal & Coke Co_.._---- Dorchester ------- Wrote crceshs 241 80 
RG FUE onic ccd cchbth cise eg el bakececeonandas et ato oS evens 
| WEST VIRGINIA : 
381 | National Steel owe tatembateh Weirton...........] Haneock...... 4, 210 285 
19917 |._...do_. Sota iamaee i ans nnkiented Mi auissnnn 24, 750 60 
8457 | Sharon Steel Corp. sche pclae Fairmont. .-......- Marion. .-....- 5, 522 85 
406 | Wheeling Steel Corp_._-.---- Follansbee. - ------ Brooke.__..--- 8, 750 985 
18970 |_._-- Ee ink tcl catabatacand een in itgnn sn avbaleenre Minteaden 5, 319 45 
| Diabetes <2 2 s* 22h Eatesaon aes sons Sere Tee coos eee 
WISCONSIN 
1387 | Milwaukee Solvay Coke Co_.| Milwaukee--...--- Milwaukee _... 1, 394 85 
16916 |__._. R525 he ciasttcaaeeeapnbe seen Picasso ness pcccts Ge pce 3, 323 50 
State total; 50 voces Ls ct eeeca eae eee ee 4717 |.----..----- 
United States total. .._- S52 daanaieindenamnaltaia he |------=-saeeonva 835, 516 | Can a 





! As estimated by applicant. 
2 Certified on basis of recommendation by National Production Authority; all others certified on basis of 
recommendation by Defense Solid Fuels Administration (Department of the Interior). 
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Representative Rains. Now on the gas lines, what is the situation 
in the event of an emergency of natural gas in this country? Do we 
have sufficient lines now to take care in event of emergency? 

Mr. Lizsert. Mr. Rains, I would like to direct the question to 
Mr. Stewart. 

Mr. Stewart. The gas problem is considerably different from some 
of these others because gas, being a regulated industry, the Federal 
Power Commission grants a certificate, allowing or requiring the 
company, a gas transmission company, to build a line to move a cer- 
tain quantity of gas per day and per year. 

That gas is sold in turn to utility customers, but it can only be sold 
to the extent that the transmission line has it available. Now, that 

s is available and would continue to be available in an emergency, 

ut if we had all-out war, there would be greatly increased additional 
demands for all fuels—gas included. And as of now, the gas systems 
in general are loaded approximately to capacity. 

Representative Rains. I would assume that in this setup you have 
set up expansion goals that you wanted to obtain, looking toward an 
emergency; haven’t you? 

Mr. Stewart. We have. 

Representative Rains. Have those goals been met? 

Mr. Srewart. No, simply because under the operation of the 
Natural Gas Act, transmission lines or facilities are not constructed 
merely to be held in standby capacity, and each facility, as it is put 
in, is loaded up to its capacity just as promptly as it can be, so all 
we can do under the laws, as they stand, is to encourage the building 
of additional gas lines to the extent possible in order to have more 
gas flowing through more pipelines into the critical areas. 

Representative Rains. Have you encouraged that by the issuance 
or by the recommendation, I should say, of tax amortization? 

Mr. Stewart. Yes. 

Representative Rains. I would like, Mr. Chairman, to have a list 
of all the tax amortizations issued to gas lines, the amounts and the 
names of the companies. 

The CHarrmMan. Can you furnish that information? 

Mr. Stewart. Yes, sir. We will tabulate it for you. 

Representative Rains. All right. 

(The letter, together with Mr. Stewart’s letter commenting on 
the data and supplementing his testimony, follows:) 

DEPARTMENT OF THE INTERIOR, 
Ort AND Gas Division, 
Washington 25, D. C., June 15, 1956. 
Hon. Pau Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. Brown: At the hearing before your committee on June 9, I 
was asked certain questions with respect to tax amortization and requested to 
furnish a list of all necessity certificates which have been issued to date for accel- 
erated tax amortization on gas transmission, distribution, and storage facilities. 
This list is enclose: herewith. 

In reviewing the list, I notice a wide range of difference of percentages certified 
and I believe there should be some comment made thereon. 

Gas transmission facilities are normally eligible for a 25 percent certification; 
gas storage projects are eligible to 40 percent certification. Gas lines built specifi- 
cally to serve a defense plant exclusively are, in general, eligible for the same per- 





50 DEFENSE PRODUCTION ACT 





centage certification as the facility which it serves. Likewise, gas lines built to 
serve some military installations, such as an airbase, are eligible for special con- 
sideration and the percentage allowed varies with the expected use of the airbase, 

In reviewing the transcript of the hearing on June 9, I find that certain answers 
I made to Senator Capehart and Representative Rains might be misleading. One 
of these questions had to do with the extent to which gas transmission facilities 
had applied and received certificates of necessity for accelerated tax amortization. 
I told the committee that the industry in general had not made extensive use of the 
privilege. This statement was generally correct. From the beginning a few 
interstate pipelines applied for such certificates and intrastate lines made more 
extensive use of the privilege. Other interstate lines did not apply because of the 
decision of the Federal Power Commission which, in the beginning, ruled that 
any tax savings under accelerated tax amortization should be passed on to cus- 
tomers at lower rates. 

I find also that the Federal Power Commission’s attitude toward such certifi- 
cates applying to the electric power industry was identical with their position 
with respect to gas transmission companies. The power utilities, however, were 
almost entirely intrastate companies not subject to Federal Power Commission’s 
jurisdiction and these companies made ee use of the privilege of applying 
for accelerated tax amortization. (See p. 71.) 

I testified also that early in 1953 the. Federal Power Commission had worked 
out a new set of rules. I find that the date was actually December 3, 1953, in 
Opinion No. 264, Docket No. R-126, In the Matter of Treatment of Federal Income 
Taxes as Affected by Accelerated Amortization. I am enclosing a copy of this 
opinion which I think will clarify the situation with respect to gas companies 
and electric power companies. 

As a matter of further interest, 106 applications by gas companies were approved 
for certificates of accelerated tax amortization prior to the Federal Power Com- 
mission decision of December 3, 1953, and 14 applications were approved after 
that date. However, after the issuance of Federal Power Commission Opinion 
No. 264, a number of large interstate transmission companies have shown an 
interest and the Office of Oil and Gas now has under review 20 such applications 
in the amount of $335 million. 

If there is further information this office can furnish the committee, please 
so advise. 

Sincerely yours, 


H. A. Stewart, Director. 


Necessity certificates for accelerated tax amortization, gas transmission, distribution, 
and storage facilities, issued up to and including June 10, 1955 


‘Tax amor- 





Total cost of | Percent cer- 
— Name of applicant Date certified project tification 
1983 | Panhandle Eastern Pipe Line Co_.....-...-..--- Sept. 21,1951 | $31, 790, 202 25 
S008. | Tremlelinn (008 00s 3a. a cn nd eccenechnt cog aks sath eens BD ucuctkie 80, 000, 000 25 
SEL SPR EO BO WOE: 8 id en cewn ks abss dalguananndas Nov. 16, 1951 1, 493, 996 80 
ae Wnise ce fa BO lk Oe ek Aug. 9, 1951 1, 000, 000 80 
OR 1: RN Se I oi kona cacdecacccneaneene July 12,1951 529, 239 60 
3946 | Southern Natural Gan Oene. a eis ahs Sept. 21, 1951 22, 626, 400 25 
5881 | Consolidated Gas, Electric Fight & Power Com- 
pany of nuda a 569, 198 35 
C072‘) Waited Mies Odes sco. ss ac ik .......... Sept. 18, 1951 52, 309 50 
7489 | Central Arizona Light & Power Co.........----- Sept. 21, 1951 240, 000 50 
7767 | Humble Oil & Refining Co.............-...------ July 29, 1952 1, 480, 900 50 
0066 | St. Charles Pipe Line Os.......... 2 2..22.....5.. July 24,1951 992, 798 80 
9111 | Pacific Gas & Electric Co.........-....-....----- ar. 26, 1952 151, 455 50 
10357 | Texas Eastern Gas Transmission Corp-_-..-..-.--- Apr. 15, 1952 99, 209, 900 25 
RiGee 1 Se ET CO, oa Riccar one kehen cece wus Nov. 25, 1952 132, 144 50 
11534 | Phillips Natural Gas Co. .............-.--.-.-.-- Apr. 28, 1952 351, 245 40 
11651 | South Eastern Michigan Gas Co_........--...--- ar. 25, 1952 2, 300, 000 25 
SU Tt rm 58, 729 66.5 
11923 | Consolidated Gas, Electric Light & Power Com- 
ce et a es ee June 30, 1952 163, 800 35 
12569 | Pacific Gas & Electric Co_._...........--..-..-.-.- Mar. 6, 1952 47,004 40 
) ) @ ae EE ELE I ELLE INLD AIO I Mar. 19, 1952 258, 687 50 
12576 |....- ail Oe et ee ee ae. 7,8 85, 008 50 
14137 | Alabama-Tennessee — Gas Gov. .isbJilicy July 1,1952 37, 541 75 
14277 | Pan American Gas Co. ........-...-...-...----.. aren 20, 1952 1, 526, 000 25 
14546 | Union Carbide & rN So Reha chee ale ia 1, 526, 000 25 
14585 | Wilcox Trend Gathering System_..............-. . °F 1953 10, 168, 156 25 
14641 | United Gas Pipe Line Co.__...............-.-... ar. 12, 1953 53, 983 50 
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Necessity certificates for accelerated tax amortization, 
and storage facilities, issued up to and including 


Name of applicant 


Pacific Gas & Electric Co 
Montana-Dakota Utilities Co 
Michigan Gas & Electric Co 
Houston Natural Gas Corp 
Consolidated Gas Utilities 
Panhandle Eastern Pipe Line Co 


do 
Trunkline Gas Co 
Consolidated Gas Utilities Corp--.--.-.........---- 
Southern Natural Gas Co 
Wisconsin Natural Gas Co. 
Mississippi Valley Gas Co 
Cincinnati Gas & Electric Co 


Humble Oil & Refining Co 
Arizona Public Service ae 


Warren Petroleum Corp 
Cincinnati Gas & Electric Co 
Montana Dakota Utilities Co 
Texas Gas Transmission Corp 
Southern Natural Gas Corp 
Delhi Pipe Line Corp 
Niagara Mohawk Power Corp 
Brooklyn Union Gas Co 

ey CR OO ne en gge eee 
Mich Gas & Electric Co 
Consolidated Gas Utilities Co 
Lavaca Pi 

Niagara 


Ohio Valley Oil Corp 

Southern Georgia Natural Gas Co 
East Ohio Gas Co 

Phillips Natural Gas Co 

Niagara Mohawk Power Co 
mera Gas & Electric Co 


Upham Gas Co 
Mohawk Power Co 


Brook Water, etc_ 
lectric Co___."- 
Public Service Electric & Gas Co_- 
Pacific Gas & Electric Co 
eS Service Electric & Gas Co-_- 
0 


Apr. 17, 1953 
May 25, 1953 
May 18, 1953 
May 25, 1953 


7 Niseus Mohawk Power Cor 
Chattahoochee Natural Gas 


July 
July 
July 
July 
Aug. 
July 
July 


Delite. Power & Gas Co. 

Public Service Electric & Gas Co 
Niagara Mohawk Power Corp 
Pacific Gas & Electric Co 

Pacific Gas & Electric Co 
Niagara Mohawk Power Corp 
nia Service Electric & Gas Co 


Oct. : 


51 


transmission, distribution, 


une 10, 1955—Continued 


Date certified Total cost of | Percent cer- 
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Necessity certificates for accelerated tax amortization, gas transmission, distribution, 
and storage facilities, issued up to and including June 10, 1955—Continued 














Tax amor- 
Total cost of | Percent cer- 
= Name of applicant Date certified project tification 
26420 | Pacific Gas & Electric Co.................-.-...- Mar. 18, 1954 $82, 685 25 
SO0GE: | MRNAS. 6. poten 8d. BR icsk ede t. 220, 000 25 
ORR Re eee ee ee 142, 580 25 
27401 | Reynolds Sales Co_..-___----- 288, 000 25 
27498 | Pacific Gas & Electric Co 164, 927 25 
27732 |..... Ou JCS SE ae 287, 040 25 
28027 pI STAD sw Saeed pall pital Si an eile edn cnet 302, 940 25 
22170 | Pecos Growers Gas Co 1, 787, 238 25 
28391 | Texas Eastern- Penn-Jersey Transportation Co_.-| Mar. 22, 1955 30, 755, 200 25 
28523 | Texas Eastern Transmission Corp.-.........------| Jam. 21, 1955 3, 269, 000 25 
28567 | Pacific Gas & Electric Co__..........--..-.------ Feb. 24, 1955 96, 750 25 
ME ge ea Jan. 4,1955 67, 000 25 
28743 | Pacifie Gas & Electric Co__-..............-.----- Feb. 24, 1955 880, 281 25 
28855 | Texas Gas Transmission Co_._.........-.-..---.- Apr. 29,1955 18, 139, 019 25 
28965 | Magnolia Petroleum Co-....-........----------.- Apr. 25,1955 645, 000 25 


Senator Caprnart. If you will yield a moment. 

Have the gas companies used this amortization? 

Mr. Stewart. Not to any great extent. 

Senator Capenart. Why? 

Mr. Stewart. It is very hit-or-miss with the gas companies. 

Senator Capenari. Why don’t they use it? 

Mr. Stewart. Because for most of the period that the provision 
has been in effect, the Federal Power Commission refused to permit 
the gas companies to use the accelerated amortization, without a cor- 
responding cut in their rates or in their rate base. The net result was 
that the companies preferred not to use it, but as of, I think it was the 
first of 1953, along in January 1953, I believe, the Power Commission 
worked out a new set of rules whereby the gas company could take 
advantage of accelerated tax amortization, but the money so saved had 
to go into a reserve fund, and be available for later years. Since that 
time there has been some use of tax amortization by gas companies. 

(Supplementary statements in reference to this subject and to the 
following discussion on tax amortization for gas and electric power 
facilities appear in Mr. Stewart’s letter dated June 15, 1955, to the 
chairman of the committee.) (See p. 49.) 

Representative Ratns. The Federal Fower Commission does not 
make that same regulation on electric power distributors or developers, 
do they, as they make against the natural gas, who use tax amortiza- 
tion? 

Mr. Stewart. I don’t know. 

Senator Caprenart. I think it would be well to find out. 

Mr. Warren. Mr. Frye could make the comparison. 

Representative Rarns. I remember at the last meeting we had the 
list of those companies who had used tax amortization in this program 
for development of electric energy. I did not hear any statement 
made to that extent. 

Is that correct, Mr. Frye? 

Mr. Frye. I didn’t hear you, sir. 

Representative Rarns. Is it correct that the Federal Power Com- 
mission requires a reduction in the rate on any electric power developer 
who uses a tax amortization in connection with its program? 

Mr. Frye. It is my understanding it is not required. 
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Senator Capenart. Why do they do it in natural gas and don’t do 
it in electric power? 

Representative Rains. It doesn’t make sense to me. 

Mr. Frye. | don’t know. 

The CuatrMan. Mr. Frye will be our next witness. 

Senator Carpenart. Why discriminate against gas? It is a very 
useful thing if you want to make a fire. 

Representative Rains. One other question, Mr. Chairman, and 
then I am through. 

Mr. Liebert, do you think it is essential to the national defense 
that the Government program should be continued to maintain a 
minimum production level of the stockpile objectives which you 
have set? 

In other words, I am asking you if you think this act ought to be 
ee or expanded in any way? That is, the Defense Production 

ct. 

Mr. Liepert. Yes, sir, I do. I think it is essential at this time to 
extend the Defense: Production Act. 

Senator CaPEHART. It expires on June 30. 

Representative Rains. That is right. 

That is all, Mr. Chairman. 

The CHarrMan. May I ask you this question, Mr. Liebert: How 
do you determine the level at which the production of materials is to 
be maintained? 

Mr. Lizsert. Mr. Chairman, that is one—I assume you are relating 
it to the minerals area? 

The CHarrMan. Yes. 

Mr. Liesert. That is one of the basic reasons for which we are 
creating the Office of Minerals Mobilization, to conduct studies to 
come up with that determination, based upon all of the factors 
involved; namely, the economics of the industry, the known reserves 
within the United States, and all of the other factors. 

We will have to go into a composite analysis which would be the 
basis for recommendations of the Office of Minerals Mobilization for 
the continuance of the industry at a level necessary to sustain what 
we call the mobilization base in any particular mineral. That is 
one of the jobs for which the Office of Minerals Mobilization was 
created, and we use all of the facilities available and all of the informa- 
tion will go into that study. 

The CHarrRMAN. Yes. 

Gentlemen, are there any other questions? 

Representative Rains. | believe you told Senator Capehart that 
you had not taken any action on this delgation which you received 
from ODM until recently and pointed to a difficulty you were having 
administratively ; is that correct? 

Is that your reason for being rather slow in taking these delegations 
on and getting them developed? 

Mr. Lizsert. I think the specific statement at that time related to 
getting the Office of Minerals Mobilization started. 

Representative Rains. What is your problem administratively? 

Mr. Liesert. One thing, sir, is lack of money. No provision was 
made in the departmental activities for this added function. 

Senator CapeHart. You had the right to borrow from the defense 
production fund, didn’t you? 
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Mr. Lieserr. Not for this function. We were advised by Dr. 
Flemming that for this type of activity we should seek direct appro- 
priation and the Department said because—— 

Senator Capenart. Dr. Flemming delegated you certain authority 
and then said go and find the money to doit? Is that what it amounts 
to? 

Mr. Lresert. It isn’t exactly that simple. Part of the job to be 
done by the Office of Minerals Mobilization comes from the delegation 
from Dr. Flemming to the Secretary of the Interior, and another part 
of the job to be done, the responsibility, arises out of the recom- 
mendations of the Cabinet Committee’s Report on Mineral Policy, in 
which they recommended that Interior do certain things. 

We are trying to put all of these ‘‘oughts’’ and delegations together 
in one basket, and because some continue and some possibly would 
not continue if the Defense Production Act were not renewed, then 
we will have a vehicle that will continue to carry on these jobs which 
must continue for the national welfare. 

Representative Rains. The staff of the committee advises me the 
other agencies of the Government use the borrowing power to do the 
a they were called upon to do under the act? Do you so under- 
stand! 

Mr. Lizsert. I understand the GSA have used the borrowing 
authority to carry on their administrative activities with respect to 
loans and procurement activities which they got from the Defense 
Materials Procurement Agency, when it lapsed. 

In the same manner, Mr. Mittendorf uses borrowing authority 
funds for his activities, because they are directly and solely related to 
the Defense Production Act, and only to that act. 

Representative Rains. What you are saying is if the committees 
believe that that particular function should be carried on by you, we 
should make some amendment to the act to provide you with the 
necessary administrative expenses; is that correct? 

Mr. Lizserr. I am sorry, sir, I didn’t follow you. You mean our 
appropriations act? 

Representative Rains. No. I am talking about in this particular 
act, in the Defense Production Act, if and when we renew it, that we 
make provision or authorization in that act that you have the borrow- 
ing power to get the necessary administrative expenses which you 
need to carry out the functions delegated to you. 

Mr. Liesert. I think in certain respects we have that, as pointed 
out in the case of Mr. Mittendorf’s activities, but in the case of the 
activities of the Oil and Gas Division, a substantial part of which— 
but a part only—which are attributable to the Defense Production 
Act, we don’t ask for any money there. 

We seek the appropriation route for it. 

Representative Rains. Why is that on one and not on the other 
functions? 

Mr. Lersert. I can’t answer that question, sir, exactly and spe- 
cifically as you want it. It is the way in which our budget is formu- 
lated within the Department of the Interior. 

Representative Ratns. I think we should take that into considera- 
tion when we consider the renewal of the act. 

That is all, Mr. Chairman. I am sorry to take so much time. 


——— 
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Mr. Lersert. We would like to have, sir, if I might follow through 
with the thought, the borrowing authority available for some of the 
administrative functions which are directly attributable to the De- 
fense Production Act, but it is hard to separate one from the other in 
the administration. 

Senator Capenart. May I ask this question, Mr. Chairman, of the 
gentleman? 

The CuarrMan. Go ahead. 

Senator CaPpreHartT. How serious is this deficiency in gas pipeline 
distribution? 

Mr. Stewart. At the present I think it is not very serious. There 
are 2 or 3 lines which, from a defense standpoint, should be con- 
structed. Some of the companies are either proposing or considering 
such construction, but I don’t think that it is too serious as of the 
moment. 

Representative Tautue. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Representative Tatie. For the past 15 years we have drawn very 
heavily upon our metals and minerals. What would you say our esti- 
mated inventories are? How much worse are we off because ofthe 
great uses for war that have been made during the past 15 years? 
Are the new discoveries keeping pace with our consumption, or are 
we in a pretty bad way in a number of metals and minerals? 

Mr. Lersert. My understanding of the problem, sir, is that new 
discoveries have not kept pace with the rate of our depletion of our 
domestic reserves in such minerals as lead and zinc, copper, and some 
other minerals, and that is why, as I said before, I think it is highly 
imperative that we continue as a permanent part of our activities 
this intensified exploration, not only for security reasons, but because 
of our expanding economy. 

Representative Tate. Thank you. 

The Cuarrman. Mr. Liebert, if you can provide the record with an 
answer to Mr. Rain’s question, we would appreciate it. That is, the 
last question. 

Mr. Lizsert. That is with respect to why don’t we get borrowing 
authority? 

Representative Rarns. Yes, and do you recommend we take eare 
of that in the renewal of the act, if we renew it? 

Mr. Lizsert. Very well. 

(The information referred to follows:) 


STATEMENT RELATING TO FINANCING OF THE OFFICE OF MINERALS MOBILIZATION, 
THE OFFICE oF OIL AND Gas, AND THE DEFENSE MINERALS EXPLORATION 
ADMINISTRATION, DEPARTMENT OF THE INTERIOR 


The functions of the Office of Minerals Mobilization and the Office of Oil and 
Gas are related in part to discharge of responsibilities delegated by the Director 
of the Office of Defense Mobilization under the Defense Production Act, in part 
to assignments from the ODM under other statutory authorities pertaining to 
national defense and preparedness, and in part to the regular work of the Depart- 
ment of the Interior on the same commodities. 

At the present stage of development of the Office of Minerals Mobilization, its 
work is confined largely to functions under delegations from the ODM, whereas 
the Office of Oil and Gas continues to perform a broader range of coordinating, 
operating, and advisory functions. In the ease of both of these organizations, 
it should be recognized that although a large share of their staff effort is devoted 
to work under the Defense Production Act, their role is not limited to discharge 
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of responsibilities under that act. It should be noted, also, that while the func- 
tions of both include the making of recommendations to the ODM with respect 
to programs involving the use of financial aids and incentives provided by the 
Defense Production Act, neither of them makes final determinations in such 
matters or has contracting authority. 

On the other hand, the Defense Minerals Exploration Administration was 
established, pursuant to a delegation of authority to the Secretary of the Interior, 
to carry on the sole function of expanding the production and supply of strategic 
and critical metals and mineral by encouraging exploration for them through the 
making of loans, as authorized for this as well as other purposes by the Defense 
Production Act of 1950, as amended. That act provided that for the purpose of 
making loans, the President is authorized to utilize such existing departments, 
agencies, officials, or corporations of the Government as he may deem appropriate 
or to create new agencies, and that any agency so created was authorized to 
borrow from the Treasury of the United States such sums of money as may be 
necessary, within a prescribed limitation, to carry out its functions with respect 
to such loans. 

The authorities cited in the immediately preceding paragraph provided the 
basis for the establishment of the Defense Minerals Exploration Administration 
and for the conduct of its program. The DMEA itself signs contracts with the 
operators participating in the program. Since this agency was established solely 
for the purpose of carrying on the defense minerals exploration program, the 
expenses of providing administrative and technical services in connection with 
that program are financed from the borrowing authority provided in the Defense 
Production Act. 

The particular type of exploration program conducted by DMEA was wholly 
new to the Department of the Interior when it was instituted. There was no 
counterpart, either in function or financing, in the regular activities of the Depart- 
ment. Neither at the outset of the DMEA program nor at the present time is 
there any statutory or fiscal authority, other than the Defense Production Act, 
for continuation of such a program. 

The differences in the character and range of functions performed by the Office 
of Minerals Mobilization and the Office of Oil and Gas, as compared with the 
Defense Minerals Exploration Administration, have been indicated above. It has 
been the policy of the Department of the Interior to request direct appropriations 
from the Congress, through the Bureau of the Budget, to carry out the functions 
of organizational units, such as the Office of Minerals Mobilization and the Office 
of Oil and Gas, whose work involves both delegated responsibilities under the 
Defense Production Act and responsibilities which are the normal, continuing 
functions of the Department in the same areas, including certain longer range 
preparedness planning functions. 

The financing of the Office of Minerals Mobilization and the Office of Oil and 
Gas through direct congressional appropriations is in line with the policy expressed 
by the Office of Defense Mobilization that the individual agencies responsible 
for carrying out mobilization assignments in conjunction with their regular pro- 
grams are in a better position than the Office of Defense Mobilization to estimate 
the cost of their activities and, therefore, should justify these costs to the Appro- 
priations Committees and obtain their own appropriations. 

It is recommended that the present procedure of financing the Office of Min- 
erals Mobilization and the Office of Oil and Gas from direct congressional appro- 
priations, and of financing the expenses of administering the Defense Minerals 
Exploration Administration’s program from the borrowing authority provided by 
the Defense Production Act, be continued. 


The CuarrMan. I think it important that you have money some 
way. 

Mr. Liesert. It would help, sir. 

The CuarrMaNn. I think you have made an excellent statement, 
and I am sure all the members join me in paying you that compliment. 

Mr. Lissert. Thank you, Mr. Chairman. 

The CHarrMan. We are very glad to have you. 

Our next witness, I believe, is Mr. Frye. 

Senator CapeHArtT. Mr. Chairman, | have an appointment at 4 
o'clock in my office. 

The Cuarrman. I am sorry you have to leave. 


Sa rar ern ee er ern 
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Senator CaPenart. I am, too. I enjoy your company and the 
inspiration one gets from the wisdom of this room here. 

The Cuatrman. Allright, Senator. Iam very glad you could come. 

Mr. Frye, I believe you have a written statement? 

Mr. Frye. Yes, I do, sir. 

The Cuatrman. All right. You may proceed. 


STATEMENT OF EDWARD D. FRYE, SPECIAL ASSISTANT TO THE 
ASSISTANT SECRETARY, WATER AND POWER DEVELOPMENT; 
ACCOMPANIED BY GEORGE H. ENGLISH, STAFF OF ASSISTANT 
SECRETARY, WATER AND POWER DEVELOPMENT; GARDNER C. 
GEORGE, STAFF OF ASSISTANT SECRETARY, WATER AND POWER 
DEVELOPMENT; ARTHUR B. VIEREGG, POWER ADVISER, TECH- 
NICAL REVIEW STAFF, OFFICE OF THE SECRETARY, INTERIOR 
DEPARTMENT 


Mr. Frye. Mr. Chairman and members of the committee. As 
Mr. Liebert mentioned in his statement, the responsibilities in the 
field of electric power delegated to the Department of the Interior 
by the Office of Defense Mobilization have been assigned to the Assist- 
ant Secretary—Water and Power Development. These reponsi- 
bilities were originally carried out by the Defense Electric Power 
Administration which was abolished June 30, 1953. 

The functions now carried on include assembling and evaluating 
data as to the production capacity of electric utilities and supplying 
of electric power under mobilization conditions; serving as an allotting 
agency for materials for construction of facilities to provide electric 
power to Atomic Energy Commission installations; making recom- 
mendations to the Office of Defense Mobilization on requests for ac- 
celerated tax amortization for electric power facilities under expansion 
goals established by the Office of Defense Mobilization, and conducting 
special studies in relation to power in response to specific requests 
from the ODM. 

This defense electric work is handled for the most part by three 
full-time employees. When the workload rises sharply, as it has 
occasionally over the past 2 years, we are fortunate in being able to 
call on the Department’s Technical Review Staff for assistance. 

In addition, industry consultants have been called upon to assist 
us in carrying out our assigned responsibilities. We have used con- 
sultants mainly to work on special studies requiring specialized knowl- 
edge and experience. This permits the regular employment of a small 
staff but provides expert advice in power matters in each area of the 
country. 

The estimated 1955 year-end national capability, under average 
water conditions, of Class I utility systems is expected to be 116 
million kilowatts. As of this date the present picture shows that 
8.2 million kilowatts are scheduled for 1956; 7 million for 1957 and 
8.3 million for 1958. This makes a total of 139,500,000 kilowatts for 
the year ending 1958 for the entire United States. 

It can, we believe, be safely assumed that the anticipated scheduled 
installations for 1956 will be very close to the figure given above as 
the long lead time required for the planning, manufacturing, and 
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constructing of additional units will prevent further additions and 
construction schedules are now considered firm, thus assuring a 
minimum of slippage. However, we anticipate that additional blocks 
of capacity are still on the planning boards of various utilities to be 
scheduled for service during the years 1957 and 1958. This addi- 
tional capacity will add to the above figures but has not been included 
inasmuch as it is still in the planning stage. 

The Office of the Assistant Secretary—Water and Power Develop- 
ment—is also the alloting agency for Atomic Energy related projects, 
familiarly known as E-5 rated projects. This program provides 
allotments and priority assistance on materials and equipment for 
construction of facilities to furnish interim, firm and back-up power 
to Atomic Energy Commission installations. It consists of 52 
projects, containing 89 units with nameplate ratings totaling 10,721,- 
000 kilowatts. These were designated as essential to supply power 
to Atomic Energy installations. Allotments of steel, copper, and 
aluminum on quarterly bases are issued as required for each project. 
Assistance is given through expediting shipments of materials and 
scheduling deliveries of equipment. 

Since the program started in 1953, a total of 7,032,000 kilowatts 
have been placed in service. The program is presently 1,330,000 
kilowatts behind the original schedule which was set up in November 
1952. However, under present planning the program will be back 
on schedule by the end of the third quarter of this year, and will be 
completed by June 1956 with total installation of 10,721,000 kilo- 
watts. The delay in the program was due principally to slippages in 
some turbine deliveries as reported to your committee in our report 
of September 22, 1954. 

Several nongovernmental groups are planning on nuclear generating 
stations using uranium as fuel. One 60,000-kilovolt plant has already 
been licensed by the Atomic Energy Commission and is presently 
under construction. Five others have applications pending before 
the Commission. The combined capacity of the 6 plants is approxi- 
mately 765,000 kilowatts. 

This capacity is not included in the scheduled capacity mentioned 
previously as again, the scheduled operating dates are relatively 
uncertain. 

On December 3, 1953, the Office of Defense Mobilization by its 
order VII-6 temporarily placed the electric-power goal on the sus- 
pended list. 

On July 29, 1954, the Acting Secretary of the Interior recommended 
to the Office of Defense Mobilization that the goal be closed, with 
certain minor exceptions. This recommendation was made in response 
to a request by ODM for a reexamination of the power situation. 
This reexamination was made by employees of Interior and FPC and 
indicated that for the period 1955 through 1957 nationwide capacity, 
installed or planned, would exceed the estimated peak load as follows: 


Percent 
1955 median margin as percent of peak load_--._.._._.---.------------ 20. 6 
BAmNOUS TORI ic esha ES ea a lea oe 18. 6 
Bee erm se Ss On wrap inate arama aac ate monk cesta ae cite aes 18. 1 
Aver. 22 2 Se ee OO TPN A. 82 16. 2 
2057 meetien 222 on 23638 5d. 0) Sendo yao. UA ER ee ated 16. 7 


AAVIIEB GS <7 114 in ichiews ~ aussie mdd<vet. honpennsawek asl. cous 14. 9 
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Under the then-assumed circumstances of partial mobilization it 
was considered that this margin was sufficient to meet the needs in 
all regions with the possible exception of the Pacific Northwest. 

Present estimates now indicate that the reserve capacity, assuming 
the same conditions and circumstances as above, will be in the neigh- 
borhood of 20 percent which is considered more than adequate under 
peacetime conditions. 

However, during conferences in March and early April of this year 
between officials of ODM and Interior, agreement was reached that 
planning should be premised on—not partial—but full mobilization 
which would then be in accord with other defense-planning agencies. 

Accordingly, on April 15, ODM by its order VII-6, amendment II, 
transferred goal 55—electric power—from the suspended to the open 
goal. This amendment also enlarged and extended the goal to 150 
million kilowatts by the end of 1958. This represents an increase of 
approximately 34 million kilowatts over the expected capacity addi- 
tions planned to be installed by the end of this year. 

Through March 31, 1955, under the original goal, applications for 
certificates of necessity for rapid tax amortization have been received 
for 939 electric utility projects and 45 industrial powerplants. Of 
these, 716 utility plants and 42 industrial powerplants were recom- 
mended for approval. The certificates of necessity issued by ODM 
are related to an increase in the Nation’s electric power capacity of 
20,128,655 kilowatts from electric utility systems and 823,150 kilo- 
wale from industrial powerplants. 

proximate breakdown of the increase during this period of 
‘ncaee capacity shows that approximately 11 million kilowatts were 
Federal, municipal, and cooperative installations receiving no tax 
amortizations. Of the rema 30 million kilowatts installed by 
privately owned utilities, a0’ auilion kilowatts of installed capacity 
were covered by tax amortization and 10 million were installed with- 
out receiving certificates. 

Expansion goal No. 225 for power facilities for military, atomic 
energy, and defense-related needs was established by Defense Mobiliza- 
tion Order VII-6, amendment 9, dated March 17, 1955. This goal 
covers the following facilities for which there is an existing or prospec- 
tive shortage to supply power required by the military services, Atomic 
Energy Commission, or a defense-related industry: 

(a) Interconnections between power generating facilities. 

(b) Transmission lines between a generating facility and the point 
of consumption required by a military service, Atomic Energy Com- 
mission, or defense-related industries. 

This goal was established primarily to clear up the backlog of 
defeuse reload transmission projects which accumulated while goal 
55 was on the suspended list. 

Under the amended goal, 56 applications for tax amortization have 
been received. These are broken down into two categories: (1) New 
applications and (2) reconsideration of previous denials. Of these 
32 have been returned to ODM with recommendations for approval 
and 3 have been recommended for denial. 

The 56 applications comprised a total of 4,913,000 kilowatts. Of 
the 32 recommended for approval, 18 included generation amounting 
to 3,379,250 kilowatts. 
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Reports previously made to this committee have indicated that the 
Pacific Northwest is the only area where reserves now built or under 
construction may prove eventually to be inadequate. 

Generating capacity presently installed there plus installations under 
construction, providing present schedules are maintained, will provide 
adequate firm power to meet requirements for the area until 1960 or 
1961. So there is no immediate problem. However, it is important 
that Federal installations including McNary, Chief Joseph, and 
The Dalles be maintained on schedule. Non-Federal installations, 
including 90,000 kilowatts additional at Ross by the city of Seattle, 
and the Noxon Rapids project of the Washington Water & Power Co. 
are also necessary. 

I am sure that this committee is fully aware of the recurring power 
supply problems of the Pacific Northwest that have existed for most 
of the past decade. This problem is receiving continuing attention 
by the Department of the Interior and although it would be premature 
to state that a solution to the problem is imminent, there are indica- 
tions that a solution will be found before any shortage actually de- 
velops. In this connection your attention should be directed to the 
fact that there are proposals in Congress and before the Federal 
Power Commission more than adequate to meet all needs and if 
acted upon will provide an adequate supply. 

In the Southeast here is a potential local shortage should adverse 
water conditions occur; however, this shortage can be alleviated by the 
import of power into the area as has been done in past years. 

I will not go into details of the large amount of time and effort dur- 
ing the past year that has gone into planning for the continuity of 
essential functions in the event of full mobilization and in preparation 
for power’s participation in the forthcoming Operation Alert inasmuch 
as Mr. Liebert has already outlined that in his statement. 

Mr. George and Mr. English of Secretary Aandahl’s staff and 
Mr. Vieregg of the technical review staff are here with me today and 
we should be pleased to try to answer any questions. 

The CHarrMAN. I have a report from the Federal Power Commis- 
sion up to March 31, 1955. Region 3, Southeast, shows in 1958 the 
reserve will only be 2.2 percent. I don’t understand that from your 
statement. Region 7, Northwest—it will be minus 2 percent in 1958. 

Mr. Frys. Mr. Brown, is that under median water year conditions 
or critical water year conditions? 

; The CxarrmMan. I don’t know. The staff got this information 
or us. 

Mr. Frye. I think the Federal Power Commission report, if I am 
not mistaken, please correct me Mr. English, if 1 am wrong, shows 
adverse water conditions as a general rule. 

‘eines EnautsH. Their reports are all based on adverse water con- 
itions. 

There is coming into being this year in the TVA area about 3 
million kilowatts of new generating capacity, which will relieve the 
situation that developed last year, during the low-water period, 
and it has to be assumed that that condition will not arise again, 
because that 3 million is practically all steam coming into being where 
a dry year will not affect it. 

The CuatrMan. I think that will and should be taken into consider- 
ation. This report gives the indicated reserve for 1955 through 1958. 
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I think I should insert this in the record. ‘Electric Power Reserves 


from 1955 through 1958, as reported by the Federal Power Commis- 
sion on March 31, 1955.” 


(The information referred to follows: ) 


Electric power reserves from 1955 through 1958, as reported by the Federal Power 
Commission on Mar. 31, 1956 


[Percent] 


| | 
Indicated Indicated | Indicated Indicated 





Location reserve De- | reserve De- | reserve De- | reserve De- 

| cember 1955 | cember 1956 | cember 1957 | cember 1958 
a a aN ee 
awit 4 cas = dhcgge keh tiddetin= tte tana~< | 15.3 13.1 12.2 10.7 
CN Ee acc anccananesdewtamguedhobece pats 15.6 17.8 14.7 9.0 
pO a ae ee ee ee ee 14.1 14.4 9.9 2.2 
DE Oe He ako canhodstbcasbendlsnisatgaaamess 20.8 19.6 17.7 13.5 
DIE 8 oP Sonic ta ceeded hen aaenien dale aha 61.8 52.0 46.3 38.0 
I Niet is cgikeas ase opr aftsnahhustadgedddu~des 29.0 23.7 26.8 18.2 
Tico chris cin cages ch ape ncrectietarascaceteahaininics 2.5 a —2.0 —2.0 
Meee Waleoitd..35s bk a. 24.8 22.1 1. 87 13.4 
pS RE a eee er 18.8 18.2 15.4 10.6 


| 


The Cuatrman. Dr. Talle, are there any questions? 

Representative Tatue. Mr. Chairman, yes. I would like to ask a 
question. 

Mr. Frye. Could we say something further in regard to the South- 
east situation? 

Representative TALLE. Quite all right. 

Mr. Frye. Mr. Vieregg. 

Mr. Viereace. Mr. Chairman, with reference to the statement Mr. 
Frye just made; I want to explain a little bit further the difference 
between the Federal Power Commission figures you have and the 
statement Mr. Frye read. 

Mr. Frye stated: 

In the Southeast there is a potential local shortage, should adverse water 
conditions occur; however, this shortage can be alleviated by the import of 
power into the area * * * 

The CuarrMan. By what? 

Mr. Virereae. By the import of power into the area, as has been 
done in past years. During Korea, quite extensive imports were 
required in order to meet the increasing loads at Oak Ridge iv partic- 
ular. That power came in from the American Gas & Electric Co. 
system in region IJ to the north. It came in from the West and from 
the ceeeae including the Midsouth group and the Southwest power 

ol. 

Repredentiibes Tate. Then you do import from region to region? 

Mr. Viereaa. Yes, sir. 

Representative Taiz. Is there a considerable loss? 

Mr. Viereace. There are very good transmission ties in that area. 
I think that reconciles these differences. 

The CuartrMan. It doesn’t reconcile it for me. I think the FPC 
figures reveal an indicated reserve of 2.2 percent in December 1958 
for the Southeast. I want to ask this question: Can our needs be 
measured in terms of electric power available nationally or are our 
needs to be measured in terms of electric power available within each 
region? 
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Mr. Vierece. I would answer, Mr. Chairman, that electric utility 
operations in many areas of the country are today on & pool basis 
and frequently there is an interchange of power. 

During certain months of the year, the Siinides Valley Authority 
which is to a great extent hydroelectric power—during periods when 
there is adequate stream flows and the reservoirs are full, they export 
power, but during the same year, during certain months of the year, 
when stream flows are down, they may bs importing power, and that 
has been going on for years. 

The CHarrMan. Of course, you have a large line loss there. You 
lose a lot of power. 

Let me ask you this question: What would be the needs if we had 
all-out war for electricity? Can you estimate how much more we 
would need? 

Mr. Frys. We don’t know. 

The CuarrMan. That is the reason I think it is a very important 
question. We don’t have enough now for our needs at the present 
time. We don’t have enough reserves. If we had all-out war, we 
certainly would need a great deal more electric power. There is no 
way you can figure that? 

Mr. Frye. We don’t have an answer to your question at this time, 
sir, because we do not have the necessary data and information, 

The CHatrMan. Is Mr. McLaughlin here? 


TESTIMONY OF J. WARREN McLAUGHLIN, CHIEF, ELECTRICAL 
EQUIPMENT AND SYSTEMS BRANCH, OFFICE OF ASSISTANT 
SECRETARY OF DEFENSE—PROPERTIES AND INSTALLATIONS, 
DEFENSE DEPARTMENT 


Mr. McLaveuuin. Yes, sir. 

The CuarrMANn. Can you answer that, Mr. McLaughlin? 

Mr. McLavueuuin. I didn’t hear you, sir. You speak in a rather 
low tone of voice. 

The CuarrMan. Can you estimate what the needs would be if we 
had all-out war for a couple of years, as to electricity? 

Mr. McLaveuun. I could, sir, but when I was with ODM, we 
asked the Department of the Interior to make those estimates and 
they demurred. 

Mr. Frye. Could I insert right here, Mr. Chairman 

The CuarrmMan. That is the reason I asked him to come. I knew 
he knew something about this subject. 

Mr. Viereae. If I may, Mr. McLaughlin is referring to something 
that happened during Korea days. The Defense Electric Power Ad- 
ministration requested from the military services, from the Atomic 
Energy Commission, from the large industries, such as the chemical 
industry and the light metals industry, what their requirements would 
be in the event of all-out war, rather than a limited war, such as Korea, 
and we received from time to time their best estimates, which are 
never firm, because the Defense Department replies they don’t know 
who the enemy might be, when the attack might occur, where it would 
occur, and what would be required of them under those conditions. 

The CHatRMAN. Well, I don’t think that is a sufficient answer. 

Mr. Viereca. Well, sir, it is difficult. 
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Mr. Frye. May I add a little more to it, sir? 

The CHarRMAN. Yes. 

Mr. Frre. After the Office of Defense Mobilization requested us 
to make a study, we asked them to make available to us certain 
assumptions, what are the military requirements; would they give us 
an estimate of such requirements? 

Without these military requirements which, in my opinion, would 
be one of the major factors, we are unable to go any place. To date 
we do not have them. 

agg CHAIRMAN. Can’t you get it estimated from any agency at 
all? 

Mr. Frye. We don’t feel that in Interior we are competent to 
estimate the military requirements. 

The CHarrMaANn. That is a frank answer. That is the reason I 
asked Mr. McLaughlin to attend. He is with the Department of 
Defense. 

Mr. Viereaea. Mr. Chairman, I would like to add this: The reserve 
margins that are reflected in the statement Mr. Frye has made have 
been considered by the executive branch of the Government. The 
National Security Resources Board, including industry consultants, 
have reviewed from time to time the margins required. 

The CHarrMan. By whom? 

Mr. Viereaa. Industry consultants that were called in on the 
re cergg Security Resources Board, back in 1948, until the Korea 
affair. 

They considered an approximate average reserve of 15 percent to 
be normally adequate. Now these figures that Mr. Frye has given 
allow for the rapid expansion of load. 

The Cuarrman. Allow what? 

Mr. ViereGG. For the rapid expansion of load and the ability of the 
utilities in the country to service that load. 

The Cuarrman. All right, Mr. McLaughlin? 

Mr. McLaveuurn. Mr. Chairman, let me say, first, that our differ- 
ences, as was remarked about, are those of brothers. We are not 
quarreling, sir, but we do have differences of opinion. Now, the 
amount of 15 percent would be considered adequate for peacetime 
operation. The figures which Mr. Frye quotes here are national 
figures, which are of no great importance in the electric power industry, 
because, if you are short of power in the Pacific Northwest, you can’t 
get any help from New England, or vice versa. Each area has to be 
considered on its own basis, and these Federal Power Commission 
figures, which I believe your staff has had recently, show that even in 
peacetime, right now, we are going to be seriously short in the Pacific 
Northwest, and what is worse from your standpoint, we will be short 
down in your area. 

The CuarrmMan. Well, that is what I know. That is why I want to 
get it up. Go ahead. 

Mr. McLaveutn. In the rest of the areas, we would regard the 
power supply as good and sufficient if it keeps increasing, but as to 
what would be required in war, I wouldn’t want to make an estimate 
alone, but I would much prefer to have an estimate made in combina- 
tion of Government and industry, and that was what we in ODM at 
that time wanted Interior to do, and I have discussed it with all these 
gentlemen on various occasions. 
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Up until the time that I left there—up until the time I left ODM, a 
year ago, to go over to the Department of Defense, where I am now, 
we had gotten to the point where, as I believe Mr. Vieregg said, or 
maybe Mr. Frye, that they asked—that Interior asked ODM for 
certain assumptions on which to base a study. 

It was at that point—I mean it took us a year to get to that point, 
but that is the point at which we were when I went back from ODM 
to the Department of Defense. 

The CuarrMan. Did the National Security Council request that a 
study be made to determine the electric power requirements for war? 

Mr. McLaveutuin. Yes, sir. Dr. William Elliott, ODM’s repre- 
sentative on the National Security Council, asked me to do that. 

The CHArRMAN. Has that been made? 

Mr. McLauveuuin. No, sir. 

The CuHarrMAN. Why hasn’t it been made? 

Mr. McLaveuun. ODM has delegated its power responsibilities 
to the Department of the Interior. 

The CHarrMan. They have not made it? 

Mr. McLavueuuin. Not to my knowledge, sir. 

The CHarrMan. Why haven’t you gentlemen made it? 

Mr. Frys. Mr. Chairman, we have to, I think, go back to the same 
answer we gave you just a few moments ago, and that is lack of 
information. 

The CuarrMaAn. Well 

Mr. Frys. After many conferences 

The CuarrMAN. Pardon me. Lack of information—can you get 
the information? 

Mr. Frye. We have asked for it. I have here a letter that is 
addressed to Dr. Flemming, Director of the ODM, dated May 13, 
1954. 

The CuarrMan. What is the objection to giving us that information? 

Mr. Fryz. That would be trying to tell the other departments their 
business. 

The CuarrMan. Could you make that estimate for us? 

Mr. McLavueuuin. I could; yes, sir. 

The CuatrMan. Will you do it? 

Mr. McLavaeuuin. In the Department of Defense I have no staff 
for doing that, I am a consultant. I can make you a one-man study, 
but I don’t think I would want to present that to Congress. I think 
such a study should be prepared by industry and the Government 
operating together. 

The CHarrMaN. I have great confidence in you. I don’t want to 
embarrass you. If you don’t want to do it, all right. It will only 
be put in the hearing. 

Mr. McLaveuuin. I would be glad to give you one, sir, and I will. 

The Cuarrman. All right, sir. Glad to have it. 

(The information referred to follows:) 

OrricE OF THE AssIsTANT SECRETARY OF DEFENSE, 


PROPERTIES AND INSTALLATIONS, 
Washington 25, D. C., June 29, 1955. 








Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives. 
Dear Mr. Brown: In the course of your committee’s hearing on June 9, you 
requested estimates of electric power and energy which would be required by 
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the country in time ef war. The figures given below are based on specific assump- 
tions which are listed on a separate sheet. 

Following are the loads which I estimate should be planned for in case of war 
and the corresponding amount of generating capacity necessary to meet them. 


Loads to be planned for 


| 


Yearly output 


Year end peak sary to serve in billions of 





} 
| 
load in millions | peak load of © 

| kilowatts kilowatt-hours 
Wee etc cceasnnetcn tacgetbdradsenieseetiore = 98 112 530 
SR apctitinds in tide easiest awtenntis 104 | 116 575 
BE os cb chccanaiiiss oicdbaimamee te Rola ae 116 | 127 650 

| 700 


SOT nt danctindk ddedstecencoksngdsdlchahbwsucnaee 123 135 





A graph to accompany these figures will be furnished to you within the next 
few days. 

These figures given above include the output_of all electric utilities but do not 
include industrially owned and operated electric-generating plants. At the end 
of 1954 captive generating plants operated by industrial plants, railroads, mines, 
etc. had generating capacity of approximately 16 million kilowatts and generated, 
during that year, almost 73 billion kilowatt-hours. 

While a reserve and operating margin of approximately 15 percent is con- 
sidered to be adequate in peacetime, it can be reduced somewhat during hostilities 
and the above estimates include a 10-percent margin by the end of the fourth 
year of war. This reduction in reserve margin would result in a saving of several 
million kilowatts of generating capacity. 

The figures given above do not make any allowance for damage by bombing, 
sabotage, etc. as such figure is extremely hard to estimate and, in order to be of 
service, would necessarily have to be applied to certain sections of the country. 

The loads have been estimated in a comparatively short time and without 
the benefit of months of study which is usually given to preparation of similar 
figures. However, I believe they will serve your purpose at this time. 

Sincerely, 
J. WarrREN McLavuGa.in, 
Chief, Electrical Equipment and Systems Pranch. 


Mr. Frye. Could I put in the record a paragraph from a letter we 
wrote Dr. Flemming in regard to this particular situation? It is a 
letter signed by Ralph A. Tudor, Acting Secretary of the Interior, 
and addressed to Dr. Flemming: 

With respect to electric-power facilities, this Department reviewed the Defense 
Electric Power Administration’s report, F M—1, dated May 25, 1953, in January 
of this year. At the time of this study there had been no significant upward 
shift in production goals for general commodities and munitions. Since that 
time we have discussed this matter with Messrs. Offutt and McLaughlin of your 
Office, and they agreed to provide this Department with revised basic assumptions. 
It will be necessary to have an estimate of energy requirements by location, for 
production of the several categories of military equipment and munitions, and 
for defense supporting industries, if these vary from our basic assumptions of 
January 1954. Any instructions recently provided by the National Security 
Council would also be helpful. 


The CHarrmMan. What date was that? 

Mr. Frye. May 13, 1954. 

To date we have no answer to this letter. 

The CHarrMan. What date was it? 

Mr. Frye. May 13, 1954. 

The CHarrMan. That matter may be inserted in the record. You 
want that in the record; do you? 

Mr. Frye. I will put the whole letter in, if you like. 

The CuarrmMan. Did you read all the letter? 
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Mr. Frre. No. There are several more paragraphs. 

The Cuarrman. About the same subject matter? 

Mr. Fryz. Yes, sir. There is one more paragraph relating to elec- 
tric power and the other paragraphs refer to gas and oil. 

The CuHarrman. I think you can put the whole letter in, if you 
want to. 

You didn’t get any reply about electric power nor about gas and oil 
from that letter; is that right? 

Mr. Frye. I didn’t understand you, sir. 

The CuarrMan. You said you didn’t get any reply from that letter; 
is that right, sir? 

Mr. Frye. That is correct, sir. 

oe Cuamanan. They didn’t reply to either electric power or gas 
and oil? 

Mr. Frye. I don’t know about gas and oil. 

The CHarrRMAN. You don’t want to put that in, then? 

Mr. Frye. That is why I only quoted the one paragraph. 

The Cuarrman. Do you want the whole letter in, or not? 

Mr. Frre. I would like to have that particular paragraph i in, sir. 

The Cuarrman. All right, sir. 

You had no reply to t at? 

Mr. Frye. That is right. 

The Cuarrman. Dr. Talle? 

Representative Tauue. Mr. Chairman, I wanted to ask whether 
there is any adequate substitute for electric power? I gather from 
what you said on page 4 that there isn’t? 

Mr. Frys. We don’t believe so, sir. 

Representative Tate. My next question has to do with what we 
have talked about here, whether an up-to-date study has been made 
as to needs; and I gather the answer is ““No’’? 

Mr. Frre. That is correct. 

Representative Tauie. Third question, how about tax amortiza- 
tion? Are you satisfied that it is good incentive? 

Mr. Fry. We believe it is, sir. 

Representative Taiz. | gather so from your statement. 

At a previous hearing it was pointed out that aluminum expansion 
is proceeding, and that there may be considerable expansion this 
year. What source of power is used for that expansion? 

Mr. Frye. I think it will depend on the location of the plant. 

Representative Tatie. Chances are it would be electric power? 

Mr. Frye. It would be electric power. I was thinking of whether 
you meant steam or hydro. It would be electric power. 

Representative TauLe. So there is an added demand that is 
imminent. 

My next question: To what extent does American industry depend 
upon Canadian electric power? 

Mr. Frye. Could I 

Mr. Eneuisu. The percentage is so small that it would hardly be 
calculated. 

Representative Tatie. Would that. be a potential source in emer- 
gency? 

Mr. Eneuisu. At the present, pipes I would say “‘No,” 

Mr. Grorce. You might go from Canada over the Niagara River 
plant in Canada that is Dull. You might get some over from that, 
quite a good chunk. 
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Representative Tatue. It would be helpful to New England, don’t 
you*think? 

Mr. Georee. It could. 

Mr. Vierece. Sir, I am not sure I understood the full implication 
of your question. You meant to what extent is electric power service 
in Canada used by American business in this country, or in this 
country and Canada? 

Representative Tate. No. I had in mind to what extent 

Mr. Viereca. The imports? 

Representative Tate. The imports; that is correct, and your 
answer was negligible? 

Mr. Enauisx. It would be less than 1 percent. 

Representative TauLe. I probably shouldn’t bring up this sore 
point again, but can you give us something of a promise that we will 
get some information about what we would need in war time? 

Mr. Frre. I can’t give you a promise, sir. 

Representative Tatie. Can you offer some hope to the committee? 

Mr. Frye. I hope we will be able to get the information we re- 
quested so we can make the study. 

Representative Tatue. It is not an impossible thing; is it? 

Mr. Frys. I beg pardon, sir? 

Representative Tatue. It is not something impossible? 

Mr. Frye. No, sir. 

Mr. Vieregg would like to add to this, sir. 

Mr. Viereae. I would like to supplement that. 

Beginning in 1946, I was employed by the Bureau of the Budget, 
and in addition to being responsible for the Federal programs I was 
also associated with the work of the National Security Resources 
Board from that time until I transferred to the Defense Electric 
Power Administration. 

The question with regard to what the electric power demands would 
be for years in advance of the time that you start planning under 
normal peacetime conditions, under partial mobilization, or under all- 
out war conditions, has been a subject of continuing study by many of 
the departments of the Government. 

In order to get at requirements that may be needed at some future 
date certain assumptions have to be made, and those assumptions 
have to be obtained from the responsible agencies of government that 
are large users of electric power. That is what makes this difficult. 

Representative TatLe. I wondered, too, whether you have enough 
people working on the problem. 

Mr. Vierece. I don’t think it is a question of manpower. It is 
a question of judgment as to what the demand might be. In other 
words, if Congress authorizes a certain program for the Air Force, 
it is possible to estimate what the aluminum requirements would be, 
based on the schedule of production of airplanes for that particular 
purpose. As this program may be delayed or advanced, adjustments 
have to be made, and that is only for one particular use of a particular 
commodity. When you multiply that by ordnance, chemicals, other 
uses of aluminum, other minerals, it makes it quite difficult. 

Representative Tatue. I can understand that. 

Thank you, Mr. Chairman. 

The CHarrMan. Yes. 

We are storing critical materials, now, for war purposes. 
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Mr. ViIEREGG. Yes, sir. 

The CHarrMAN. You can’t store electricity? 

Mr. Vrerecc. That is correct. 

The CHairMANn. You don’t know whether you have enough critical 
materials but you do undertake to determine it. I can’t understand 
why somebody can’t make some kind of an estimate on electric 
power. You may miss it. You certainly know if we have all-out 
war now we don’t have enough electric power; is that right?. 

Mr. Vrereaa. Sir, I couldn’t agree to that statement; no, sir. 

The CHarrMAN. You are by yourself. You are a man who has 
studied electric power. You mean to tell this committee we do have 
enough electric power today if we have all-out war? 

Mr. ViereGe. That would depend a lot on the duration of the war 
and how the war is carried on, sir. 

The CHArRMAN. Suppose we had a war for 12 months. -You 
certainly don’t want that statement in the record, do you? 

Mr. Vierece. Sir, from the standpoint of the national security, .in 
the event of all-out war, the margin of reserves in being, plus what is 
scheduled to come in, would in my opinion carry all essential loads 
during the first 12 months of a war. 

The CHarrMAN. That is certainly not borne out by past history in 
a war, and I can’t understand why you would make that statement. 
I believe you are honest about it. 

Mr. Viereaa. Sir, I am trying to give you the benefit of the studies 
I have made. 

The CuarrMan. Since you have done that it looks like you should 
be able to answer my question, about giving a little more information 
for the record. I just don’t think you have enough help down there 
in your department to study electric power. 

Do you have a sufficient force down there? 

Mr. Viereaee. You will have to ask Mr. Frye to answer that 
question. 

Mr. Frye. The force working on electric power, sir? 

The CHarrRMAN. Yes. 

Mr. Frye. We believe we have an adequate force. 

Representative Tatue. May I ask one question? 

The CHarrMan. Yes. 

Representative TaLtte. When you use the term ‘essential uses,” 
you do take into account civilian uses, too; don’t you? 

Mr. Viereae. Yes, but with this 

Representative TaLLe. Ordinary uses? 

Mr. Viereaa. I would like to modify that to this extent: As I 
visualize it, under conditions of all-out war, including attack on 
this country, the civilian population is going to be subject to a good 
many inconveniences, there is going to be relocation of a good many 
people. For example, employees that are now working on perhaps 
automobiles may be shifted to aircraft factories, or other types of 
employment, and it may be that in some areas it would be necessary 
to restrict some of the luxury uses of electricity, to meet essential 
requirements. 

The CuarrMan. I believe you just stated that we need in peacetime 
a 15-percent reserve; is that right? 

Mr. Viersae. No, sir. 

The CHarrMan. One of you gentlemen said that. 
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‘Mr. Vierece. Mr. McLaughlin said 15 percent, I believe, Mr. 
Chairman. We do need 15 percent in some areas, and in some areas 
we may require over 30 percent, whereas other operating pools can 
operate just as satisfactorily with less than 15 percent. 

~The Cuarrman. Allright. You don’t have an average now of 15 
percent—certainly not 20 percent if we had an all-out war. Then we 
wouldn’t need any more reserves? 

Mr. Viereae. During the first 12 months, Mr. Chairman, there 
would be a time lag required for retooling, for a shift from manufactur- 
ing automobiles to aircraft, and during that period it is unlikely that 
the total maximum power demand would substantially increase over- 
loads under peacetime conditions. They might even be less. 

The CuarrMan. You are making a statement that in war we won’t 
need any more electric power than we do in peace? 

Mr. Viereae. I was referring to peak demand during a specific 
period, during the first 12 months. The energy requirements, that is 
the kilowatt-hours, might increase, and that also has to be taken into 
account. 

The CuHatrMan. Suppose we had war then of a duration of 2 years. 

Mr. Visreee. Certainly we would have to have additional power 
if it lasted for 2 years, sir. 

The Cuarrman. I thought so. A lot of utilities might be bombed. 
You would need much more. 

Mr. McLaughlin, let me hear from you on that. 

Mr. McLaveuuin. My theme song has been for a long time that 

we need facts. Now, we can’t have too many of them. When 
ODM < appointed ap electric power advisory committee in the fall of 
1951 to survey the electric power situation and make estimates of 
what might be required, we called on what we thought were the best 
counsel in the country, including these gentlemen sitting here. Mr. 
Frye wasn’t with Interior at that time. They had a staff. These 
gentlemen were with Defense Electric Power Administration, and our 
electric power advisory committee used the whole DEPA as a staff. 
DEPA went out and consulted everybody in the industry. They 
held 22 meetings around the country and spent thousands and 
thousands of man-hours on the job. When the electric power advisory 
committee brought in those results to Mr. Fleischman, I think as 
nearly as human beings could do it, their answers were the products 
of men who know electric industry best. 
WAI those people, including DEPA, myself, and all the best brains 
in the country we could call on in industry and government, estimated 
that in 1952, the increase, going into service, would be slightly in 
excess of 9,300,000 kilowatts. It turned out to be 6.7 million, an 
error of 33% percent. 

In the next vear, the record was a little better. The estimate was 
11 million and 9.2 million went into service. That is an error of 
about 25 percent. Finally, in 1953, we came awfully close to it, and 
the estimate was 10,680,000, and actually we got into service 11.2 
million, but the only point I want to make is that with all the good 
advice we could get it wasn’t good enough. 

What we need is facts as nearly as we can establish them. That 
is why I want a power study for war. 

The CuHarrman. You certainly do not think we have enough 
electric power if we had all-out war? 
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Mr. McLaveuuin. No, sir. I would like to qualify my friend, Mr. 
Vieregg’s statement a minute ago, that he said that it might be 
possible that in the transition period from peace to war that there 
might be a lesser demand for electricity for power than normal. 
Well, Mr. Chairman, my experience doesn’t bear that out. I have 
been in every one of these electric-power-in-war studies since 1938, 
and there is nothing—at no time in any record when war broke out has 
the demand for power decreased, at least a little bit. You look at the 
record for 1950 and the electric power increase took off like a skyrocket 
in June when the Korean invasion began. The slope of that curve 
from June to December of 1950:was very steep. Our transition from 
peace to war this time will be much faster, that is because of all the 
work that has been done in advance; our transition from peace to war 
— be much easier than it was in Korea, and than it was in World 

ar IT. 

I can’t buy that theory. I know Mr. Vieregg is not alone in putting 
that thought forward. I have heard it for a long time, but my opinion 
is quite different. 

The Cuatrman. When was the last power study made? 

Mr. McLaveu in. The last electric-power study for war purposes 
was in 1945. It ended as the war effort decreased. It ended just 
about the time of the surrender of Germany. I think it was April. 
There has been no electric-power study for war purposes made since 
that time. We have made some studies, those Mr. Vieregg described, 
in the Korean emergency, but we were carrying water on both shoul- 
ders then. We were not, as you know, conducting an all-out war. 
That is what I want, is a study for all-out war purposes. We want 
to remove as far as possible all of the guesswork that we can. 

The CuarrMan. Any other questions, Dr. Talle? 

Representarive Tatie. No, thank you. 

The Cuatrman. Anything else, gentlemen, that you desire to say? 

Mr. Frys. I don’t think there is anything, sir. 

The CuarrMan. We appreciate your giving us your testimony 
very much, sir. 

Mr. Fryre. We appreciate the opportunity of coming here, sir. 

The Cuarrmay. Is there any other witness? 

Mr. Warren. No, sir. I believe that is all. 

The Cuarrman. All right, gentlemen, we are very glad to have 
had all of you. 

(Whereupon, at 4:35 p. m., the committee recessed to reconvene at 
the call of the chair.) 
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On June 17, 1955, Mr. Frank E. Johnson, Acting Administrator of the Defense 
Minerals Exploration Administration, submitted to the committee staff the 
following information on royalty repayments to DMEA and the financial status 
of DMEA operations as of March 31, 1955: 


Roya.tty REPAYMENTS TO DMEA 


Royalty repayments are made to the Government by operators from the sale 
of any ores produced during exploration or from ores produced after certification 
of a discovery or development is made to the operators by DMEA. All royalty 
repayments are forwarded to the executive officer of DMEA in the particular 
region in which the project is located. These funds are deposited with the 
Treasury Disbursing Officer in the region to the account of DMEA revolving fund. 

As of March 31, 1955, a total of $827,061.84 had been repaid by operators to 
the Government. The following is a breakdown of repayments: 


Repayments as of June 30, 1964... ..-.. .. 1... 2-2-2 enone $323, 856. 00 
Repayments, July 1954-September 1954__.._.........---.--.-.- 105, 509. 00 
Repayments, October 1954—December 1954____.......---.---.--- 246, 578. 09 
Repayments, January 1955-March 1955__._............-------- 151, 118. 75 
Total repayments as of March 31, 1955_.........-.------ 827, 061. 84 
Financial status of DMEA 
Allocation of borrowing authority__...............--..-----.---- $28, 000, 000 
Certified (gross transactions or net obligations)_.............---- 22, 735, 000 
Balance available for certification................-.------ 5, 265, 000 
ee ee ee ne copaenereraerss ere 17, 000, 000 
Domne = 6k So th Ce dodul pomea wy ckenpaaioud 15, 422, 638 
SIT eS ee ee eapedmnaetuep 1, 557, 362 
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Before Commissioners Jerome K. Kuykendall, Chairman; Claude L. Draper, 
Nelson Lee Smith, Dale E. Doty and Seaborn L. Digby. 


In THE Matter oF TREATMENT OF FEDERAL INCOME TAXES AS AFFECTED BY 
ACCELERATED AMORTIZATION 


Docket No. R-126 
OPINION NO. 2%4 


The Commission heretofore issued Notice of Proposed Rule Making to consider 
what rules, if any, should be promulgated with respect to the treatment of Federal 
income taxes for accounting or ratemaking purposes, or both, under either the 
Natural Gas Act or the Federal Power Act, or both, in view of the accelerated 
amortization of the cost of certain facilities permitted under section 124A of the 
Internal Revenue Code. 

Arguments were held on March 18 and on October 16, 1953. This opinion 
will deal only with the ratemaking aspect of the problem, and the accounting 
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phase thereof will be dealt with at a later date. There are a number of natural-gas 
companies which have received certificates of necessity for rapid amortization 
which are entitled to know how this Commission will treat these certificates in 
making rates. For this reason, this Commission is hereby announcing its policies 
in this regard. 

What is’said herein will, of course,«have equal: applicability to the interstate 
sales for resale of electric public utilities subject to our jurisdiction, where all or 
a portion of the facilities which produce the energy thus sold have been constructed 
pursuant to such a certificate. Since these interstate sales for resale of electricity 
are minor in comparison to the volume of intrastate and retail sales, we recognize 
that the impact of our policies, enunciated herein, on electric public utilities is 
negligible, but that fact does not diminish or alter in any way the degree of our 
responsibility to the customers of the electric industry, and to the industry itself. 

Nevertheless we realize that the electric public utilities are governed almost 
wholly in this regard by State commissions. Twenty of the twenty-one commis- 
sions which have acted have adopted positions consistent with the principles we 
are now enunciating. 

The accelerated amortization authorized by section 124A of the Internal 
Revenue Code was carried in section 218 of the Revenue Act of 1950. When the 
Senate Committee on Finance reported the bill, it recommended the insertion 
of section 218 in the House bill, which did not contain a similar provision. Sec- 
tion 124A was said by the Senate committee to have the same basic objectives as 
section 124 of the code which related to the amortization of emergency facilities 
during World War Il. The former section 124 of the code having been made applicable 
to certified emergency facilities constructed by utility companies,.as well as 
others, and the new section 124A having the same jurisdictional language and the 
same basic objectives, the new section, of course, is applicable to electric public 
utilities and natural-gas companies and we have no alternative but to construe it so. 
In fact, no one who argued before us disputed this point. 

Under the accelerated amortization provision of section 124A, any taxpayer 
who has received a certificate of necessity issued by the proper defense agency for 
the construction of an emergency facility may elect to take a deduction from 
gross income over a period of 60 months for the amortization of a specified per- 
centage of the cost of such emergency facilities in lieu of equal annual deductions 
for exhaustion, wear and tear, and obsolescence during the estimated life of the 
facilities. Congress sought by this accelerated amortization provision to en- 
courage the construction with private capital of those facilities which were deemed 
of sufficient value to the national defense to warrant the issuance of a certificate of 
necessity. 

Thus, the recipient of a certificate of necessity obtains substantial deductions 
against net income for income tax purposes during each of the first 5 years, and 
much smaller deductions therefrom during the remainder of the normal amortiza- 
tion period. If the income tax rates remained the same during the entire life of 
the facilities, the same amount of taxes ultimately would be paid under either 
accelerated or normal amortization... By the enactment of this law, Congress 
did not forgive the payment of any income taxes; it merely allowed payment of 
some of them to be deferred. This has the precise effect of a grant by our Govern- 
ment to a certificate holder of an interest-free loan. 

Although all parties concede that certificates of necessity issued to electric 
public utilities and natural-gas companies are perfectly valid and lawful, it has 
been strenuously argued that this Comnmniiniot should nullify them by reducing 
the rates of such companies during the 5-year period of rapid amortization and 
thereby pass on to the customers of such companies the money which otherwise 
would inure to these companies by reason of their being permitted to defer pay- 
ment of a portion of their income taxes. 

The answer to this contention is that Congress obviously did not intend to 
make cash donations to the particular persons who happen to be, during the 
5-year period of acceleration amortization, the customers of the particular utilities 
which have received certificates of necessity. Such a result would be inconsistent 
with the effort of Congress to aid our national defense. 

It has been argued that some certificates were improvidently issued, and that 
we should for that reason prevent the holders thereof from receiving any benefit 
therefrom. While we have some question regarding the issuance of such certifi- 
cates for property obviously having long-term usefulness, nevertheless we cannot 
usurp the authority or veto the acts of another agency of the Government. We 
accept the responsibility to abide by section 124A of the Internal Revenue Code 
and will, to the best of our ability, carry out the intent of Congress in our treat- 
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ment of certificates of necessity issued thereunder. We have not been given, 
and perp ame | cannot accept, any authority or responsibility for the issuance 
of any such certificates of necessity, and must recognize and accept those which 
have been issued by the agencies charged with that responsibility. 

Another contention which has been made is that income-tax rates probably 
will be reduced in the future, and consequently certificate holders will receive an 
undue advantage by having unusually large deductions from income taxes during 
a period of high taxes, which will not be fully offset by the smaller subsequent 
deductions, if taxes are then lower. We cannot predict and should not speculate 
on future income tax rates. Congress undoubtedly was aware of the possibility 
of income taxes being reduced. Nevertheless it enacted this legislation. We 
have no power to enact different legislation. 

Still another contention which was advanced was that the amount of temporary 
cash savings which would accrue during the 5-year period of accelerated amortiza- 
tion shouldbe charged to the depreciation reserve and thereby deducted from the 
rate base of the utility on the theory that it is equivalent to customers’ contribu- 
tions, and therefore the utility should not be allowed to earn on these amounts. 

This argument is fallacious. The particular customers of a particular utility 
have not made this cash temporarily available to the utility. 

The customers are not called upon do do anything more or different than they 
are now doing. They will pay the same rates, no more, no less, They neither 
lend nor give their money to the utility. Their position is the same with acceler- 
ated amortization as it is without it. Itis the other two parties to the transaction 
who change their position—the United States Government and the utility. 
The United States Treasury will not receive, in the 5-year period, money which it 
otherwise would have received, and the utility will have the money which the 
Treasury does not have during that period. Thereafter, the utility starts paying 
the money back to the Treasury. No contribution is made by the customers or 
by snyone else. 

The proposal to charge the temporary tax savings, during the 5-year period, to 
the depreciation reserve ‘is clearly a device to reach a compromise, which will allow 
the certificate holder to receive some but not all the benefits Congress intended. 
Deferred taxes are not depreciation and should not arbitrarily be labeled as such 
in order to prevent a certificate holder from receiving what our Government has 
given him. 

This Commission is an agency of Congress created to perform certain legislative 
functions which Congress has delegated to us. We have a legal and moral obliga- 
tion to abide by and execute the laws of Congress. This obligation does not permit 
us to substitute our judgment for that of the Congress or nullify the clear congres- 
sional intent by administrative action. 

Much has been said concerning the extent of the benefits conferred by the issu- 
ance of these certificates and the advantages of the use of money without payment 
of interest thereon. This is wholly immaterial to the question now before the 
Commission. The law and the principle involved is the same whether one certifi- 
cate for a small amount has been issued, or whether a thousand certificates for large 
amounts have been issued. 

In a number of cases, the investments made by a certificate holder in reliance 
on his certificate has been a major fraction of his previous total investment. All 
the plans suggested in these hearings to deprive the certificate holder of the benefit 
of his certificate would in some cases very probably place the certificate holder in a 

ition where he could not meet his current obligations to creditors or share- 
olders.- Such an eventuality would result either in serious impairment or aban- 
donment of service and would not be in the public interest. 

It appears essential to continue the depreciation policies which we have 
heretofore followed: Namely, to relate the annual depreciation charge to the 
service life of the facility being depreciated. As applied to an emergency facility 
subject in whole or in part to accelerated amortization, the fact that temporary 
tax savings may he realized by the company through section 124A should not 
affect the annual charge for depreciation for ratemaking purposes. 

Not infrequently, the depreciation methods allowed and reeognized by a 
regulatory agency are not the same as those used by the utility for computing 
income taxes. We will recognize normal depreciation where a public utility or 
natural-gas company has the privilege of accelerated amortization under section 
124A of the Internal Revenue Code. We will use all safeguards at our command 
to insure that the rate payer is protected from bearing any burden greater than 
normal depreciation after the period of accelerated amortization has expired 
It has been contended that this is a difficult task and creates an unwieldy situa- 
tion. Even if this were true, it is no reason to refuse to perform the duty. 
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While it is clear to us that Congress, by the enactment of this law, did not 
intend to make gifts to the customers of the public utilities and natural gas 
companies which received certificates, it is equally clear that Congress did not 
intend to provide a temporary fund to these companies which could be diverted 
to the payment of dividends to their shareholders. . Since the possession of neces- 
sity certificates is essentially a deferment of tax liability, the accruals for taxes 
in excess of those actually paid should logically be treated, not as free as unre- 
stricted income, but earmarked to provide for the future meeting of such liability. 

Consequently, we will take all steps necessary to insure that provision is 
made for meeting the deferred tax liability and the temporary savings produced 
by the deferral of taxes are not used, directly or indirectly, for the payment of 
dividends, but are used for the purpose intended; namely, to aid in the construc- 
tion of the facilities described in the certificate which were deemed by our Govern- 
ment to be necessary to the national defense. 

We will treat accelerated amortization in accordance with the principles stated 
herein, in rate cases which come to us which have that factor in them. As stated 
above, the accounting treatment will be dealt with later. 

By the Commission. Commissioner Doty dissenting. 


Leon M. Fuquay, 
Secretary. 
Adopted: December 3, 1953. 
Issued: December 4, 1953. 


In THE MatTrerR oF TREATMENT OF FEDERAL INCOME TAXES AS AFFECTED 
BY ACCELERATED AMORTIZATION 


Docket No. R-126 


Doty, Commissioner, dissenting: 

I dissent from the action of my associates in their decision in the above-men- 
tioned docket. In my opinion the decision will require rate payers to pay far 
more than a fair return for utility services, contrary to a long line of precedents 
established by this Commission which have been upheld by the courts. The 
decision will give utilities returns in excess of those necessary to render adequate 
service and to attract capital for proper expansion of facilities; it will impose 
unjust burdens on consumers equal to these excessive returns; it will unnecessarily 
complicate the regulatory process. 


THE PROBLEM 


Congress, during World War II and the present cold war period, authorized 
special income-tax deductions with respect to emergency facilities. The present 
law, section 124A of the Internal Revenue Code (Revenue Act of 1950), is pat- 
terned after former section 124 (Revenue Act of 1940)—so much so that we must 
look to the latter for the legislative history of the former. 

Under the law, specified agencies of the Federal Government are empowered to 
issue certificates of necessity authorizing the cost, or a certain proportion of the 
cost,! of emergency facilities to be taken as an income tax deduction over a period 
of 60 months, even though such facilities have a much longer service life when 
7 e for normal peacetime pursuits. 

t is evident that many of the utility [facilities certificated will have a life in 
service considerably beyond the 60 months’ amortization period. For example, 
some facilities licensed by this Commission and for which accelerated amortization 
certificates have been issued will probably give service in the neighborhood of 100 
years. By accelerating the depreciation deduction consequential savings in taxes 
will be realized in the amortization period. 

After the amortization period has ended, the accelerated depreciation deduction 
will cease for tax purposes. Inasmuch as under the tax laws only 100 percent of 
the cost of depreciable property may untimately be recovered as depreciation 
expense, it is likely that annual depreciation expense subsequent to the amor- 
tization period, will be less than that normally allowable because of the previous 
acceleration as to part of the cost. 

The conflict between accelerated depreciation and normal depreciation, with 
attendant tax savings in the amortization period, has created a very serious 
regulatory problem. The majority of the Commission seek to solve this problem 


1 It appears that about 45 percent of total cost of emergency facilities of gas and electric companies has been 
certified for allowance as accelerated depreciation. 
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by permitting the recovery from rate payers in the amortization period of amounts 
which would have been payable as income taxes had the special accelerated 
depreciation deduction not been allowed. In other words, they would not, in 
fixing rates, give effect to the tax savings during this period, but rather, would 
treat such tax savings as tax expense, with offsetting credits to some kind of a 

ial.reserve. In the postamortization period they probably would not allow 
the aetual income taxes payable on the business for each year, but instead would 
allow only the actual taxes reduced by a credit resulting from the allowance of 
more than actual taxes in the prior amortization period. 

The amounts which the utility will thus colleet under the guise of taxes payable 
to the Government over some 25 to 100 years after the close of the amortization 
period will be available to the utility for its ordinary capital needs. The amount 
recouped as taxes wili be substantially in excess of the actual taxes payable for a 
long period in the future and the excess could be used to pay off pro tanto securities 
issued to finance the emergency facilities or to purchase other facilities, the cost 
of which would then be included in the rate base. Unfortunately, under the 
decision of the majority in this case, the consumers will not in any manner what- 
soever receive any credit for these large payments which, as noted above, can 
readily be used for capital purposes. 

The majority base their conclusions on what they believe to be the intention 
of Congress. In my opinion they have seriously misinterpreted that intention. 

The general intention of Congress, as I will later show, was to allow rapid 
recovery of the investment or part thereof in facilities which have a doubtful 
economic life at the end of the emergency period. The intention of Congress, 
therefore, may best be carried out if we recognized accelerated depreciation in 
the fixing of rates. This would permit, at least in part, the rapid recovery of the 
investment.? 

It is well established that when utility customers pay for the cost of plant, 
which they do through the depreciation allowance, they are given credit for such 
payments through the deduction of the resulting depreciation reserve in the 
computation of the rate base. The Federal Power Commission was successful 
in having the Supreme Court of the United States approve this principle in the 
Hope case.’ 

As to the amount of accelerated depreciation to be allowed in rate cases, at 
the present time I would allow an amount equal to the tax savings in the amortiza- 
tion period which is all that is claimed as additional expense at this time. I would 
not close my eyes, however, to claims for larger amounts upon a proper presenta- 
tion as to probable economic loss during the amortization period. 


LEGISLATIVE HISTORY 


The legislative history of section 124A of the Internal Revenue Code is meager; 
we must look to its predecessor, section 124 (2d Revenue Act of 1940) to ascertain 
its purposes. The then Assistant Secretary of the Treasury, Mr. John L. Sullivan, 
testified in support of the original measure as follows: 

“The agencies of the Government charged with the duty of letting contracts 
for national-defense orders have brought to the attention of the Treasury an 
aspect of the present income-tax law on which they have requested revision. I 
refer to the provisions for depreciation * * *. Under the existing law the tax- 
payer is permitted to spread the cost of his depreciable assets over their expected 
life * * * [However] * * * in those cases in which the plant and equipment 
will have little or no use after the completion of the defense program, the rate of 
depreciation must be increased if the manufacturer is to have the opportunity of 
charging the cost against income during the period of emergency. Such accelerated 
depreciation or amortization cannot be allowed under existing law. The advisory 
Commission to the Council on National Defense, and the War and Navy Depart- 
ments, have informed the Treasury Department that the inability of manu- 
facturers to secure special amortization allowance is impeding the letting of de- 
fense contracts. Because of this situation the Treasury recommended to the 
subcommittee that provision be made by law for special amortization of the cost 
of new plant and equipment necessary to the defense program over a period of 
5 years * * * 7) 4 


2 This would also avoid the sudden changes in rates consistent with the aims of those who advocate ‘‘nor- 
malizing”’ income taxes. During the amortization period depreciation expense would be increased whereas 
taxes would decrease. In the postamortization period income taxes would presumably increase whereas 
depreciation expense would decrease because of cessation of accelerated depreciation. 

3 Federal Power Commission v. Hope Natural Gas Company, 320 U. 8. 591. 

4 Joint hearings, Committee on Ways and Means, House of Representatives, and Senate Committee on 
Finance, 76th Cong., 3d sess. 
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The position of the industry as was well explained by the Boston Chamber of 
Commerce: 

“It is therefore universally recognized that there must be some means provided 
by which the cost of the expansion of plants for defense purposes may be deducted 
from gross income for tax purposes if the facilities in provided cease to be 
useful when the present emergency passes. The best method is to allow a deduc- 
tion from gross income similar to the deduction now allowed for depreciation, 
obsolescence, or destruction by flood, fire, or other calamity of capital assets. 
under the heading of amortization of defense facilities.’’ 5 

Thus it was recognized that defense facilities might cease to have usefulness 
or at least experience diminished usefulness at the end of the emergency period, 
hence it was necessary, in order to attract capital, to permit the rapid recovery 
of the investment, or a substantial part thereof, during such emergency neriod. 

This 1s-made abundantly. clear by the Committee on Expenditures in the Exeeu- 
tive Departments in a report to Congress in 1951: 

“When it is said that certificates of necessity were intended as an ‘incentive’ 
to private capital to build defense plants, all that properly means is that private 
enterprise would naturally be reluctant to invest in a war or emergency facility 
unless assured by a certificate of necessity that cognizance will be accorded by 
the Government to the probability that the facility will have a comparatively 
short economic life.’’ ® 
And— 

“This subeommittee believes the major factors controlling the percentage of 
the certificate should be the proper economic usefulness of the facility for other 
than detense purposes after 5 vears * * *,’’7 

The testimony or officials charged with the responsibility of issuing certificates 
of necessity shows that they considered accelerated depreciation allowances as 
their best estimates of the economie depreciation which would likely oceur during 
the emergency period: 

“T should say that it is largely the control; namely, what is in our best judgment 
our estimate°of the profitable usefulness of the facility after the emergency 
period. I do appreciate that it is impossible to do that with mathematical 
precision.”’ 8 

* a * * * * * 


“Mr. Casey. Is it not true that certificates of necessity were originally designed 
to cover the economic depreciation of the facility during the 5-year period as 
distinguished from physical depreciation? 

‘““Mr. Creepon. I believe that is correct; yes, sir.’’ * 

* * * * * * * 


‘Mr. Casry. In other words, under the practice and procedure at present 
where a percentage is fixed in the amount of 85 percent for a steel company, 
that logically should represent a determination in advance and as correctly as 
possible under the circumstances that the facility will be 85 percent depreciated 
economically at the end of the 5-year period? 

“‘Mr. KirBy. Yes; that is right.’’ 

Therefore, the basic purpose of accelerated depreciation is to permit the rapid 
recovery, in whole or in part, of investments which might be in jeopardy (and, 
therefore, unattractive to investors) under normal depreciation practices. 

I accept without qualification the purpose of section 124A as shown by the 
legislative history. I accept, of course, the action of the appropriate defense 
agency officials in issuing certificates of necessity to companies subject to this 
Commission’s jurisdiction. I agree with my associates that it is not for this 
Commission to inquire into the reasonableness of their action. Our job, as far as 
is pertinent here, is the regulation of public utility rates—we take over in this 
matter where the defense agencies leave off. 


TREATMENT OF ACCELERATED DEPRECIATION IN RATE CASES 


In the treatment of accelerated depreciation for oe purposes, we start 
with the knowledge that duly constituted agencies of the Federal Government 


5 Joint hearings, supra, p. 477. 

6H. Rept. 504, 82d Cong., lst sess., p. 17. 

7 House report, supra, p. 3. 

8 Hearings into the Policies, Procedures, and P: Involving Granting of Certificates of Necessity and 
Loans, 82d Cong., Ist sess., p. 301, testimony of Frank H. Creedon, Assistant Administrator, Facilities 
Construction Bureau, National Production Authority. 

® Supra, pp. 301-302. Mr. Casey was counsel for the subcommittee. 

1% Supra, p. 341, Vance N. Kirby, tax legislative counsel, Treasury Department. 
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have found that certain facilities are so closely identified with the national emer- 
gency as to require special depreciation allowances. I would, therefore, allow 
*aceelerated depreciation (in the amount of tax savings) in the computation of 
rates as well as for the purpose of accounting. 

My associates apparently would not allow additional depreciation expense but 
instead would adjust the actual income-tax expense upward by the amount of the 
tax savings due to the allowance of accelerated depreciation for income-tax 
purposes. In the postamortization period, I presume income taxes would be 
adjusted downward. In other words, they reverse the process; they deny accel- 
erated depreciation and proclaim accelerated taxes. 

This procedure is erroneous, in my opinion, in at least four respects: (1) it does 
not conform to congressional intent, i. e., the allowance of accelerated deprecia- 
tion; (2) it results in overstatement of income taxes for 5 years and understatement 
of such taxes for many years thereafter; (3) it is unwieldy; and (4) it fails com- 
os to compensate the rate payer for his contribution to the capital of the 
utility. 

I inte tlready discussed (1) above. As to the second point, the allowance 
of more income taxes than are legally due on the income for the 60-month period— 
more taxes than are lawfully accessible—is not sound. This Commission has 
held on several occasions that is will aliow only actual taxes in the computation of 
rates and the present decision is, therefore, a departure from well-reasoned 
precedent." 

True, my associates imply thet they will offset the allowance of more than actual 
taxes during the 5-year amortization period by the allowance of less than actual 
taxes during the postemergency period. Of course, this proposal involves a 
great deal of speculation. Questions of future tax structure and tax rates affect 
the equities of the proposition. Moreover, the allowance of less than actue taxes, 
even though to offset excessive allowances in previous years, is a poor regulatory 
device. A large element of confusion is unnecessarily introduced into regulation 
by this approach including, among other things, the question of law as to the 
authority to require a utility to charge rates which will not allow full recovery of 
actual taxes. 

The method sanctioned by my associates is unwieldly at best. If the tax 
credits are to be made over the remaining life of the property, then tax adjust- 
ments in the case of some hydroelectric projects will be made for 100 years. Of 
course, the adjustments will never be made for this long period—the proposal 
will be abandoned because of its impracticality long before the end of the service 
life of the property. On the other hand, if 9 rough period of, say, 25 to 30 years 
is taken as the period during which tax credits must be imposed, this is an arbitrary 
determination resting solely on po comet which likewise is a poor regulatory 
standard. This latter procedure departs from the “deferred tax’’ theory and is 
plain recognition of the impracticalities of that theory. 

The annual upward adjustment of income taxes during the accelerated depre- 
ciation period wil! be large and the annual credits during the much longer succeed- 
ing period will be much smaller. The net effect of this will likely be that consum- 
ers will stand the large bookkeeping increases in expense with little chance of 
getting any of the benefit from the small bookkeeping reductions thereafter. 

More important, however, is that the method proposed by my associates fails 
to give the rate payers any credit for their payment of hundreds of millions of 
dollars many years in advance of the time when such amounts are theoretically 
due as taxes. Thus under their method rate payers in 1954 will be charged for 
amounts earmarked as income taxes due as late as 1984 or 2004. Even if such 
amounts were actually prepayments of taxes, the rate payer should be compen- 
sated for the use of this money by the utility for such a long period of time. 

The method I advocate automatically eliminates any such inequities as the 
foregoing. The same dollars would be collected from rate payers initially, but the 
extra amounts would be treated as additional depreciation expense in accordance 
with the underlying theory of accelerated depreciation. These dollars could be 
used to pay off the capital invested in the facilities or invested in new facilities. 
As the amounts are collected from the rate payer, the investment on which the 
rate payer pays a return would be correspondingly reduced. It has been the 
standard practice of this Commission almost since the inception of its rate regula- 
tory authority to reduce the investment base by the depreciation altowanee. 
Thus the Commission said in the Safe Harbor Water Power Corporation case: 





ll United Fuel Cas Company case, Docket Nos. G-1781, G-2055, Opinion No. 258-A, issued Nov. 19, 1953; 
Transcontinental Cas Pipe Line Corp., Docket No. G-1842, Opinion No. 227, issued May 29, 1952, 
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“There is no pri»ciple or concept of regulation, either in law or in fact, requiring 
consumers to pay in perpetuity a return on the total capital embarked in 
the enterprise when such capital is periodically returned thro depreciation 
charges and in the absence of reinvestment of such capital in the utility’s operative 
property. Such return of capital terminates the consumers’ obligation.’ 

e decision of the Commission in that case was upheld by the United States 
Court of Appeals for the Third Circuit “ and certiorari was denied by the Supreme 
Court of the United States." 

It is interesting to note that since the decision of the Supreme Court in the Hope 
case, most regulatory commissions deduct the depreciation reserve or its equiv- 
alent in the computation of the rate base. 

The recognition of accelerated depreciation would accomplish the purpose of 
section 124A of the Internal Revenue Code in that it would permit the rapid 
recovery, at least in part, of capital invested in emergency facilities. This may 
be a by the illustration below in which the following assumptions have been 
made: 

(a) Gross investment $1 million of which 60 percent has been approved as 
subject to accelerated depreciation; 

(b) Normal service life, 40 years; 

(c) Rate of return, 6 percent. 


Net investment at end of 
5 years 


Normal Accelerated 
depreciation | depreciation 


EONS SE VUNNEINUES 0a nav oman ecnsaghec-abehs sesdanbadbongdesoeonktwunedanee $1, 000, 000 $1, 000, 000 
Depreciation at 2% percent for & years_-_-.....-..---.-.----U.-2------.-------- (125, 000) (125, 000) 
Acceleration of depreciation (tax savings associated with $600,000 at 52 per- 
UR SOE BERNE 2~<mactinn~ areeted siern<eien oeitei eantebtiecrenerstieretapab eben tenamelteduandae (273, 000) 
Diet Sen weteneene ows ites Sha cS hon dep Ce buen abn 4 eeehdeee 875, 000 602, 000 


Thus the foregoing illustration shows that under the method I propose the 
utility would get back $398,000 as depreciation expense in the amortization period. 
This would permit the utility to pay off that amount of securities and to reduce 
its capital obligation to $602,000 at the end of that time. Obviously it would 
then need a fair return on only $602,000 to be saved whole and any larger allowance 
would constitute an additional benefit to the company. 

Under the rule announced by the majority the rate payer would pay the same 
$398,000 but only $125,000 would be classified as depreciation, the balance of 
$273,000 being classified in some special reserve. This latter amount could be 
used to reduce capital obligations or to finance expansions just as the higher 
allowance for depreciation could be used. However, the majority would give 
the rate payers no credit for this advancement of capital. 

When we remember that certificates of necessity have been issued to electric 
and gas utilities providing for accelerated amortization of some $2 billion, the 
extent of the benefit may be imagined. Suffice it to say that on the basis of a 
6-percent return and an average life of 40 years, the additional income to the 
utility in excess of a fair return over the life of the property would amount to 
aout $491,000 for every million dollars of investment subject to accelerated 
depreciation. 

The legislative history shows that it was the intention not to create such a 
benefit through enaction of section 124A. There is not a shred of evidence to the 
eect that utilities were to receive more than a fair return by the operation of 
that section. 

It has been stated that the income-tax saving in the amortization period is in 
effect an interest-free loan from the Government. I do not so construe it. The 
actual dollars come from customers. The amount has none of the characteristics 
of a loan—due date, amount certain, etc. The collection of additional taxes 
commensurate with the savings is somewhat speculative, depending upon tax 

125 FPC 221, 254. 
18179 F. 24 179. 
4 339 U. 8. 957 


15 State Commission Jurisdiction and Regulation of Electric and Gas Utilities, 1048, Federal Power 
Commtssion, p. 


8. 
16 Only a small part of this total is involved in rates subject to this Commission's jurisdiction. 
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rates and tax structures many years in the future. The Government in the past 
has made many loans to assist defense industries but the instant amounts are 
not in this category. 

Upon a decision " of the Supreme Court of Pennsylvania, prepayments of 
income taxes for 1 year are considered advances of working capital. The court 
held it was arbitrary and unreasonable not to deduct the amounts thereof in 
computing the working capital element of the rate base. This principle of law 
would seem to require the deduction from the plant element of the rate base, the 
—_— ‘‘prepayments’”’ required by my associates in this proceeding. 

o me, the problem would best be handled by the allowance of accelerated 
depreciation expense and the deduction of the resulting depreciation reserve 
from the rate base in the fixing of just and reasonable rates. his allowance, in 
my opinion, would conform to the principle of the Internal Revenue Code; it 
would permit rapid recovery of investment in defense facilities; it would treat 
rate payers and the utilities fairly; and it would avoid the messy accounting which, 
I am sure, will ultimately be abandoned in the plan approved by the majority of 
this Commission. 

It has been said that the charging of tax savings as additional depreciation 
expenses would interfere with the orderly calculation of depreciation. I do not 
agree with this view. First of all, to the extent that the defense facilities have a 
shorter than normal economic life, this fact must be allowed for. Secondly, we 
know that the depreciation expense at best is an estimate. We know that the 
reserves on the books frequently do not match the theoretically proper reserves. 
We know, too, that only the full cost of depreciable property should be recovered 
as depreciation expense. Studies from time to time are necessary to accomplish 
thisend. Changes in rates from time to time are necessary under any deprecia- 
tion method. Studies of the remaining service life where accelerated depreciation 
is allowed must be made for income-tax purposes. Little or no additional studies 
would be necessary for the purposes of regulation. 

Finally, the method of spreading the net investment in plant at any given time 
over the remaining life is an approved procedure where sound depreciation prac- 
tices have been observed. This Commission has been using this method with 
respect to depletion allowances for a great many years. The committee on 
depreciation of the National Association of Railroad and Utilities Commissioners 
fully supports this application of the straight-line method. In that committee’s 
report for 1950 it says: 

“The aim of depreciation accounting is to spread the cost of plant, less net 
salvage to be realized on retirement, as equitably as is practicable over the service 
life of the plant. The aim is difficult of precise achievement because the factors 
upon which depreciatiation charges are based will not be definitely known until 
the plant has been retired. During the time plant is in service, its average service 
life, the salvage expected to be realized, and the cost or removal expected to be 
incurred are necessarily estimates. These estimates are subject to change from 
time to time as more comprehensive information regarding past experience and 
probable future conditions become available. Nevertheless, it is not likely that 
the exact amount of depreciation expense charges required will have been pro- 
vided unless a procedure is established for reconciliation of the estimates of de- 
preciation accruals with the actualities which developed as the years pass by. 

“Such reconciliation can be made by application of the remaining life basis of 
depreciation accounting. Under this procedure, the cost of plant, less net salvage, 
and less depreciation already provided for, is spread over the remaining service 
life of the plant. In other words, the undepreciated cost is to be provided during 
the remaining period of service of the plant. As plant becomes older, estimates 
of its total service life and remaining service life become more accurate, and final 
net salvage may be estimated more closely. Thus, the remaining life basis for all 
practical purposes assures that the actual cost of depreciation will be charge 
during the life of plant.” ¥ 

— the reasons stated I dissent from the action of the majority in this pro- 
ceeding. 


Filed: December 3, 1953. 
Issued: December 4, 1953. 
1? Pittsburgh v. Pennsyloania Public Utilities Com 


mission, 88 A.2d 59. 
18 Proceedings of the 62d Annual Convention of the National Association of Railroad and Utilities Com- 
missioners, report of the Committee on Depreciation, p. 242. 


Date E. Dory, Commissioner. 
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